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At a Glance 


Canada 
Since: 1865 
6,476 employees 


4,135 independent career advisors 
Partnership-based wholesale channel 


United States 


Since: 1895 


Key Brands 


Sun Life Financial 
Clarica 
McLean Budden 


Sun Life Financial 


2,720 employees IF MG 

486 annuities distributors Sun Capital Advisers 
28,000 individual distributors MFSLF 

10,000 group distributors 

MFS Investment Management MFS 


Since: 1924 

2,397 employees 

Wholesale distribution of retail products 
Direct sale to institutional clients 


United Kingdom 


Since: 1893 
26 employees 
In-force block only 


Asia 


Philippines 
Since: 1895 

585 employees 
1,745 agency force 


Sun Life Financial of Canada 


Sun Life Financial 


Hong Kong 
Since: 1892 

154 employees 
256 agency force 


CITIC Ka Wah Bank (Bancassurance strategic partner) 


Sun Life Financial 


India 


Since: 1999 — joint venture with Aditya V. Birla Group 


1,265 employees 
9,111 agency force 
Bancassurance 

57 corporate agents 


China 


Since: 2002 — joint venture with China Everbright Group Limited 


202 employees 
2,452 agency force 
Bancassurance 


Birla Sun Life 


Sun Life Everbright 


Indonesia 

Since: 1995 

229 employees 
1,548 agency force 


{) Competitive statistics are based on published information at and for the year ended December 31, 2003 or the information available for the latest period before 
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December 31, 2003 and do not include the impact of mergers and acquisitions closing after December 31, 2003. 


Business Lines 


Individual Life and Health Insurance 

Individual Annuities and Savings 

Group Life and Health Insurance 

Group Retirement Services 

Reinsurance 

Individual Retirement and Guaranteed Products 
Asset Management Services 

Mutual Funds 


Individual Fixed, Variable and Equity-Indexed Annuities 
Group Life, Disability and Medical Stop-Loss Insurance 
Individual Fixed and Variable Life Insurance 

Asset Management Services 


Competitive Position” 


1st in defined contribution plans based on assets under administration 

1st in critical illness and long-term care based on annualized premiums 

2nd jn group benefits based on annualized premiums and premium equivalents 
3d in individual annuities based on premiums and deposits 

3'd in individual life based on annualized premiums 


20th in variable annuities and 16t in fixed annuities based on annualized premiums 
1st in third-party distribution of annuities in U.S. bank channel based on premiums 
2nd in universal life by average policy size 

3'd in medical stop-loss plans based on business in force 


Mutual Funds 

Variable Annuities 

Managed Accounts 

Retirement Plans 

Institutional Separate Accounts 


Individual Life Insurance 
Individual Annuities and Pensions 
Group Life Insurance 


Individual Life Insurance 
Education and Pension Plans 
Group Insurance 

Mutual Funds 


11th largest retail mutual fund company based on long-term assets under management 
6th largest manager of variable annuities based on assets under management 


2nd jn individual life insurance by total premiums 
9th jn pre-need sales based on initial contributions 


Individual Life Insurance 


14th based on total new business premium 


Individual Life Insurance 
Group Life Insurance 
Group Pensions 

Mutual Funds 


2nd among private insurers based on 1st year premiums 
4th largest mutual fund company based on assets under management 


Individual Life Insurance 


Individual Life Insurance 


\bout Sun Life sun Life Financial is a leading international financial services organization 
providing a diverse range of wealth accumulation and protection products 
and services to individuals and corporate customers. Tracing its roots back 

to 1865, Sun Life Financial and its partners today have operations in key 
markets worldwide, including Canada, the United States, the United Kingdom, 
Hong Kong, the Philippines, Japan, Indonesia, India, China and Bermuda. 

As of December 31, 2003, the Sun Life Financial group of companies had 
total assets under management of CDN$359.0 billion. Sun Life Financial Inc. 
trades on the Toronto (TSX), New York (NYSE), and Philippine (PSE) stock 
exchanges under ticker symbol SLF. 


r Mission: ee To provide lifetime financial security 


r Vision: a To be an international leader in wealth management and protection 


Financial Summary We invite you to read Sun Life Financial’s 
Chairman’s Message 2003 Public Accountability Statement 
Chief Executive Officer's Message for details on the Company's contributions 
Moving Ahead to communities. 


Focus on Corporate Governance 
Board Committees 
Financial Review 


Financial Summary 


Overview 
(in millions of Canadian dollars, except earnings per share) 2003 2002 101 
Shareholders’ Net Income — Operating 17520 1,260 872 
— Reported 1,309 998 882 
Basic Earnings per Share (EPS) — Operating™ 2.50 232 2.06 
— Reported 2.5) 1.84 2.08 
Return on Shareholders’ Equity (RoE) — Operating 10.6% 10.7% 12.7% 
— Reported 9.2% 8.5% 12.8% 
Total Revenue 22,056 Po Vol 16,815 
Total Assets Under Management 359,024 360,614 351,747 
2.50 
1,520 2.32 Zh sos 
12.7% 
ES 2.06 
10.7% 10.6% san 
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Shareholders’ Net Income — 
Operating™ 

For the year ended 
December 31 (CDN $millions) 


Basic Earnings per 
Share (EPS) — Operating” 
For the year ended 
December 31 (CDN$) 


{ Operating earnings and other financial 
information based on operating earnings, 
such as operating earnings per share 
and operating return on equity, are 
non-GAAP measures and have no 
standardized definitions under GAAP. 
They are presented to facilitate the 
comparison of quarterly and full-year 
data and may not be comparable to 
similar measures presented by other 
issuers. Financial results not specifically 
referred to as “operating” have been 
determined in accordance with GAAP. 


Return on Shareholders’ 
Equity (ROE) — Operating 
For the year ended 
December 31 


Total Revenue 
For the year ended 
December 31 (CDN $billions) 


352 361 359 


Ol 02 103 


Ratings Revenue by Business Segment 
As at December 31, 2003 For the year ended 
A.M. Best A++® December 31, 2003 
Moody's Aa2 
Standard & Poor’s AA+® Canada — 39% 
M US.-43% 
(2) Represents financial strength ratings for EH MFS—8% 
Sun Life Assurance Company of Canada.  Asiq— 3% 
(3) With negative outlook. UK. -7% 


Earnings by Business Segment 
For the year ended 
December 31, 2003 


WM Canada — 54% 
M us.-20% 
B mrs-11% 
@ Asia-2% 
U.K. — 13% 


Assets Under Management 
As at December 31 (CDN $billions) 


General Funds 


ME Segregated Funds 
ME Other Assets Under Management 
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Chairman’s Message 


Chairman of the Board 


Since Sun Life Financial became a public company in 2000, | have served as 

Lead Director and, for the past year, Non-Executive Chairman. Your Board of Directors 
has overseen the transformation of this complex, financially strong organization 
during a period of significant evolution in the international financial services industry. 
The Board is actively engaged in building shareholder value and setting strategic 
direction. An annual off-site meeting is held to allow for an in-depth consideration 

of strategic options that will drive our vision of being an international leader in 

wealth management and protection. The execution of the Company’s strategy 

by Donald Stewart, Chief Executive Officer, and his strong management team is 
monitored at every regular meeting of the Board. 


The roles of the Board and management are clearly delineated and allow for open 
and frank interaction. The Sun Life Financial Board functions effectively and with 

a high degree of independence from management. We are pleased that our strength 
in governance structure has been publicly recognized. Sun Life Financial placed third 
in the 2003 Globe and Mail Report on Business Corporate Governance ranking 

and achieved an “AAA” rating in the Joseph L. Rotman School of Management Board 
Shareholder Confidence Index. 


Commitment to high standards of corporate governance is not, however, without its 
challenges. The Board of Directors met frequently to closely monitor the U.S. Securities 
and Exchange Commission regulatory investigations into practices in the mutual fund 
industry in the United States and approved the terms of the February 5, 2004 
settlement between our subsidiary, Massachusetts Financial Services Company (MFS), 
and the regulators. Ensuring risk management, governance and compliance 
processes are in place to address issues arising from regulatory investigations will 

be a priority in 2004. 


On behalf of the Board of Directors, | wish to thank the management and employees 
of Sun Life Financial for their hard work and ongoing commitment during 2003. 


Sh Wore! 


W.W. Stinson, 
Chairman of the Board 
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Chief Executive Officer’s Message 


Our international organization spans many countries, different cultures and diverse 
markets. The common thread connecting us is the knowledge that we exist for 

one fundamental purpose: to help customers realize their dreams of lifetime financial 
security. This raison d’étre drives our efforts to become ever better, differentiating 
ourselves with customers, and constantly renewing their trust. It unites the 

14,000 people of Sun Life Financial, the face and voice of our worldwide brand. 


Sun Life Financial made solid strides forward on several fronts in 2003. In a year 
when North American economies began to regain momentum and capital markets 
recovered over the year, the Company achieved record shareholders’ net income 
of $1,309 million, up 31 per cent over the $998 million achieved in 2002. Operating 
earnings per share were $2.50, up 8 per cent over the $2.32 earned in 2002. 


The completion of the integration of the Canadian operations of Sun Life Financial 
with those of Clarica was a highlight. Accomplished in record time, this large and 
complex undertaking met its targets while maintaining business momentum, allowing 
us to focus on building new customer solutions. With the competitive advantage 

of industry-leading technology, the largest and finest sales force in the country, 
additional distribution channels for greater customer choice, and our enhanced stake 
in Cl Fund Management Inc., Sun Life Financial Canada Is solidly positioned to 

face the future. The final ingredient in this achievement is our people, who have put 
tremendous talent and energy into building a high-performance culture that will 
deliver results. 


At Sun Life Financial U.S., the Group and Individual businesses produced solid results 
and the Annuities division is on an improving track. The U.S. market — the largest in 
the world — is a key component of our strategy. We have competitive positions in each 
of our U.S. businesses and intend to build on that strength through acquisition and 
organic growth. 


Our joint venture operations in Asia continue to develop. Our partnership with 

the Aditya V. Birla Group in India is growing rapidly, and our second license in China 
augments our prospects there. With Beijing operations expected to start up by mid- 
2004, our new operation will gain access to 13 million people. 


In late 2003 and early 2004, the extensive regulatory investigations of the practices 
of the U.S. mutual fund industry was a huge factor for many companies, including 
Sun Life Financial because of our majority ownership of Massachusetts Financial 
Services Company (MFS). The settlement reached with regulators by MFS on matters 
related to frequent trading and prospectus disclosure dealt with a difficult, complex 
set of issues, and cast a shadow over what was otherwise a banner year. 


> \. 


Donald A. Stewart 
Chief Executive Officer 


Our Values: 
Integrity 

We aspire to the 
highest standards of 
business ethics and 
good governance. 


Excellence 
We pursue operational 


excellence through 
the people we employ, 
constant innovation, 
Superior service and 


value-based risk 


management. 
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Customer Focus 


artner with 
hem directly or th ough 


5 to provide 


financial solutions 


Building Value 


erything we do, from the 


id services we 
rer fo the way in which 
we deliver them, adds 


customers 


We have taken action to move forward under new leadership and address all issues 
arising from the regulatory investigations. 


| also state unequivocally that Sun Life Financial is committed to the highest ethical 
and behavioural standards. We will settle for nothing less. MFS has been a valuable 
member of the SLF group of companies with a proud history. We expect it to continue 
delivering value now and over the long term. 


Returning to Canada, | would like to Summarize the Company’s views on the debate 
concerning the public policy framework that governs the consolidation of large financial 
institutions. We support the current Government policy separating the banking and 
insurance industries and believe that it provides important benefits for Canada. 

We agree with the Government's focus on maintaining vigorous domestic competition 
through choice and diversity for Canadian consumers and businesses of all sizes, 
while encouraging the international competitiveness of the financial sector. 


International experience indicates that “cross pillar” combinations have difficulty 
delivering shareholder value. A cross pillar transaction would bring opportunity costs 
because our international strategy in the world’s largest and most promising 
insurance markets would be deferred in order to accommodate another difficult 

and time-consuming integration process in Canada. The combined organization 
would emerge as a mid-sized bank and mid-sized insurer in international market 
terms without significant additional competitive strength. 


In closing, it might be said that the modern day Sun Life Financial is at one and the 
same time a company that has roots that stretch back to 1865, when Victoria was 
Queen and Abraham Lincoln still President, and a new, evolving enterprise, born of 
demutualization and subsequent mergers. That is an apt description, because | think 
it speaks to succeeding in business today — building on historical strengths, and at the 
same time embracing continuous transformation — a healthy and vital combination. 
But as we change and forge ahead, there is the knowledge that we exist because of 
the support of our stakeholders, first and foremost our customers. As we grow in size 
and scope, that commitment to provide value to you grows with us. The people of 

Sun Life Financial share that same belief. We thank you for your continued support. 


Wenaldl A Keerat 


Donald A. Stewart 
Chief Executive Officer 
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Building on its strong domestic base in Canada, Sun Life Financial is energetically 
pursuing international, long-term growth in significant markets such as India, China and 
the U.S. to enhance its competitive position. 

Sun Life Financial continues to develop strategic international partnerships with local 
market leaders such as Aditya V. Birla Group, China Everbright Group Limited and CITIC 
Ka Wah Bank in Asia. These are strong, mutually beneficial relationships that enable 
Sun Life Financial to develop world-class life and health insurance products and services 
designed to meet the expanding needs of Asia’s vibrant, emerging markets. 
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Sun Life Financial consistently delivers shareholder value by using a balanced 
business model that combines the opportunity for growth through its wealth management 
Strategy with the earnings stability of its protection products and services. 

The Company uses this balanced approach to set and reach demanding performance 
targets, including increased shareholders’ income and earnings per share. 

A significant focus for the Company was the successful integration of Clarica, 
which greatly contributed to shareholder value by achieving $270 million in synergies 
and exceeding, by 6 cents, the earnings per share accretion target of 20 cents. 


_ 


<n Sante ANDAR aa EDN REND AA RASA I RRS 


Throughout its 139 years, Sun Life Financial has always understood that every 
customer is unique — with different goals, needs and dreams. Through strong customer 
relationships and innovative products and services, the Company helps customers 
achieve lifetime financial security. 

Highly-trained sales forces, knowledgeable call centre representatives, award-winning 
technology and a variety of self-service tools provide a wide range of service options 
to customers. These options allow customers to manage their financial resources 
in the way they choose — whether it’s building a portfolio, checking the status of a claim 
or verifying policy information. 


* 
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Sun Life Financial’s mission is to provide lifetime financial security. This mission 
applies not only to succeeding in business and being an outstanding employer, but also 
to helping build strong communities that can thrive and grow — now and in the future. 

Sun Life Financial strives to strengthen and build communities by responding to their 
needs: providing funding and support for programs that help children grow and develop; 
health-based initiatives; education enrichment and cultural organizations. This support 
is provided in various ways — from financial funding, to in-kind donations, to employee 
volunteers — and it is this variety that enables Sun Life Financial to make a difference 
broadly. 

We invite you to read Sun Life Financial’s 2003 Public Accountability Statement for 
details on the Company’s contributions to communities. 


Sun Life Financial Inc. / Annual Report 2003 


Be, 
Eo! Se ie 


‘Y 
ae 


Focus on Corporate Governance 


16 


Robert M. Astley, FSA, FCIA 
President, 
Sun Life Financial Canada 


The Charter of the Board of Directors sets out the roles and responsibilities of the 
Board, the principal accountabilities of each individual director and the corporate 
governance practices that apply to the Board of Directors. 


The Board of Directors’ overall stewardship responsibilities include: 

e Setting strategic direction for the Company 

e Selecting, evaluating, compensating and planning for the succession of 
senior management 

e Ensuring a process Is in place to identify and manage major market, credit, 
insurance and operational risks across the enterprise 

e Overseeing the integrity and transparency of financial statements and information 
provided to shareholders 

e Evaluating the adequacy and effectiveness of the internal control environment 

e Reviewing and approving material investments and transactions 

e Establishing corporate governance practices and policies that apply to the 
Board of Directors 

e Adopting policies and reviewing reports on compliance with the Sun Life Financial 
Code of Business Conduct, and legal and regulatory matters 


As a Canadian financial institution with common shares listed on the Toronto (TSX), 
New York (NYSE) and Philippine (PSE) stock exchanges, the organization’s governance 
system meets or exceeds the requirements of the Toronto Stock Exchange Guidelines 
for Effective Corporate Governance and is consistent with the Corporate Governance 
Rules of the New York Stock Exchange. Sun Life Financial’s governance model is also 
consistent with Guidelines issued in January 2003 by the Office of the Superintendent 
of Financial Institutions for Effective Corporate Governance in Federally Regulated 
Financial Institutions. As new guidelines and rules are adopted in Canada and the 


2 James C. Baillie o* 4 David A. Ganong + @ 5 Germaine Gibara, CFA ** 
Counsel, Torys LLP President, Ganong Bros. Limited President, 


Avvio Management Inc. 
3 William R. Fatt o* 
Chief Executive Officer, 6 Stanley H. Hartt, OC, QC O* 


Fairmont Hotels & Resorts Inc. Chairman, Citigroup Global 
Markets Canada Inc. 
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United States, the Board will continue to review and amend its corporate governance 
practices to respond to these standards. 


Point-by-point comparison to the TSX’s Guidelines and NYSE Rules is contained in the 
Management Information Circular issued in connection with the 2004 Annual Meeting. 
The Sun Life Financial Code of Business Conduct and the Charters of the Board 

of Directors and Board Committees are posted on the Sun Life Financial Web site at 
www.sunlife.com and are available from the Corporate Secretary upon request. 


The Board of Directors met 16 times in 2003. Eight of the meetings were regular 
meetings where directors attended in person and eight of the meetings were updates 
or Special purpose meetings scheduled as teleconferences. Business unit presentations 
and education seminars for directors are held at least quarterly. 


The Board believes it is able to act with a high level of independence from 
management. At every regularly scheduled Board meeting, the independent directors 
meet privately. All aspects of the Board’s stewardship responsibilities are discussed 
at these sessions. In addition, independent directors serve as directors on a number 
of Sun Life Financial’s major foreign subsidiaries and are able to contribute insights 
on those Board deliberations at Sun Life Financial Board meetings. 


The Board of Directors is satisfied with the appropriateness of its mandate and that it 
Substantially met the terms of its Charter in 2003. 


7 (Krystyna T. Hoeg, CAO 8 |dalene F. KesnerO 10 Bertin F. Nadeau * # ll f ld W. Osborn AO 
President & Chief Executive Chairperson, MBA Program, Chairman & Chief Executive Corporate Director 
Officer, Corby Distilleries Limited Frank P. Popoff Chair of Strategic Officer, GescoLynx Inc. 
Management Kelley School of 12 Madeleine M. Paquin * 
Business, Indiana University President & Chief Executive 


Officer, Logistec Corporation 
9 John D. McNeil, CFA * 
Chairman, Fairmont Hotels 
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14 Sir Bob Reid o* 
Deputy Governor, 
Bank of Scotland 


Audit and Conduct Review Committee 

The Audit and Conduct Review Committee oversees the integrity of financial 
statements and information provided to shareholders, compliance with financial 
regulatory requirements, the adequacy and effectiveness of the internal control 
environment, and the qualifications, independence and performance of the External 
Auditors. Ronald W. Osborne, Chairman of the Committee, has been designated by 
the Board as the “audit committee financial expert” as defined by U.S. Securities 
and Exchange Commission rules. 


Governance Committee 

The Governance Committee is responsible for developing effective corporate 
governance processes within Sun Life Financial, assessing the effectiveness of the 
Board of Directors and its Committees, including the contribution of individual 
directors and the Chairman of the Board, and recommending nominees for election 
as directors. 


Management Resources Committee 

The Management Resources Committee is responsible for succession planning 
for the position of Chief Executive Officer and other senior management positions, 
overseeing the review of their performance and approving their remuneration, 
assessing compensation policies and overseeing employee pension plans. 


Risk Review Committee 

The Risk Review Committee is responsible for ensuring the identification of major 
areas of risk facing the organization and the development of strategies to manage 
those risks, reviewing compliance with risk management policies and reports related 
to compliance with legal and regulatory matters. 


16 William W. Stinson * 
Chairman of the Board 


17 W. Vickery Stoughton # 
Corporate Director 


15 Donald A. Stewart, FIA, FCIA 
Chief Executive Officer 
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Management’s Discussion and Analysis 


Financial Highlights 


(in millions of Canadian dollars, except earnings and dividends per share) 2003 2002!) 2001 
Shareholders’ Net Income — Operating) 1,520 1,260 872 
— Reported 1,309 998 882 
Basic Earnings per Share (EPs) — Operating 2.50 232 2.06 
— Reported Pls} 1.84 2.08 
Return on Shareholders’ Equity (Roe) — Operating 10.6% 10.7% 12.7% 
— Reported 9.2% 8.5% 12.8% 
Dividends per Common Share 0.68 0.56 0.48 
Fee Income 2,810 3,095 S26 
Total Revenue 22,056 23,101 16,815 
Premiums, Deposits and Fund Sales 
Premium Revenue 13,543 14,875 9,437 
Segregated Fund Deposits 5,968 6,642 5,851 
Mutual Fund Sales 26,970 31,668 39,466 
Managed Fund Sales 25,202 29,683 31,953 
Total Premiums, Deposits and Fund Sales 71,683 82,868 86,707 
Assets Under Management (At December 31) 
General Fund Assets® 109,209 123,452 80,328 
Segregated Fund Net Assets 54,086 B25 48,544 
Other Assets Under Management 195,729 184,407 222,875 
Total Assets Under Management® 359,024 360,614 351,747 
Capital (At December 31) 
Subordinated Debt 2,504 2,922 1,730 
_ Sun Life ExchangEable Capital Securities (SLEECS) let5@ 1,150 950 
Preferred Shares 155 158 ~ 
Total Equity 13,976 14,909 TES 
Total Capital IES) 19,139 10,405 
MCCSR Ratio™ (At December 31) 238% 222% 184% 
Quarterly Information 
2003")) 2002!) 
Q4 Q3 Q2 Ql a4 Q3 Qe Qi 
Shareholders’ Net Income 
— Operating?) 417 394 366 343 361 350 293 256 
— Reported 206 394 366 343 310 361 via 256 
Basic Earnings per Share 
— Operating 0.69 0.65 0.60 0.56 0.58 0.57 0.59 0.59 
— Reported 0.34 0.65 0.60 0.56 0.50 0.58 0.14 0.59 
Total Revenue 5,437 5,282 5,579 5,758 6,028 5,803 5,832 5,438 
Total Assets Under Management®) 359,024 348,481 342,176 336,803 360,614 347,002 368,664 356,896 


{)  |ncludes the results of Clarica Life Insurance Company (Clarica) from the date of acquisition May 29, 2002. 


(2 


Excludes special items as described on page 30. Operating earnings, operating earnings per share and operating ROE are non-GAAP measures and have no standardized definition 


under GAAP. These measures are presented to facilitate comparison to prior year earnings and may not be comparable to similar measures presented by other issuers. Financial results not 
specifically referred to as “operating” have been determined in accordance with GAAP. 


(3) Amounts for 2002 and for the quarters Q2 2002, Q3 2002 and Q4 2002 have been restated. 
(4) Represents the MCCSR ratio of the Company's principal operating subsidiary, Sun Life Assurance Company of Canada. 


Ratings (as at December 31, 2003) 


A.M. Best 
Moody’s 
Standard & Poor’s 


A++) 
Aa2 
AA+ 


(5) Represents financial strength ratings for Sun Life Assurance Company of Canada. 


(6) With negative outlook. 
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Management's Discussion and Analysis 


Enterprise Mission, Vision, Strategies and Imperatives 


Sun Life Financial Inc. (together with its consolidated subsidiaries, the 
“Company” or “Sun Life Financial”) is a leading international financial 
services organization providing a diverse range of wealth accumulation 


Sun Life Financial has developed a clear vision and business 
strategies supported by an established international operating platform 
and strong financial capability, positioning it to be a strong competitor 


and protection products and services to individual and corporate 


customers. 


The international financial services industry continues to undergo 


significant evolution driven by: 
e Ongoing industry consolidation and convergence 


e Changing consumer needs arising from shifting demographic 


characteristics 


e Maturing of certain markets 
e Political, economic and regulatory uncertainties 


e Advances in technology 


in this environment. The Company operates under a business 


model that strives to provide scale operations in diversified markets 
of strategic importance. It also balances the higher-growth prospects 


of wealth management with the stability of protection earnings. 


Furthermore, the Company’s operations in wealth management 
and protection are complementary and form an integrated product 


platform to provide one-stop financial solutions for customers. 


A summary of the Company’s mission, vision, strategies, strategic 
imperatives, accomplishments and priorities is provided below. 


Mission: To provide lifetime financial security 


Vision: To be an international leader in wealth management and protection 


Strategy 


The Company’s strategy is derived from its belief that the creation of shareholder value in its business is 
fundamentally driven by scale, diversification and operational excellence. 


e Focus on markets where effective scale and scope can be built and sustained 
e Balance the stable performance of protection with the strong growth prospects of wealth management 
e Maintain a highly efficient and cost-effective business platform characterized by operational excellence 


Strategic 
imperatives 


Value Building Growth 
Growth in earnings, EPS 
and embedded value 
generated through both 
organic growth and 
selected acquisitions 


Capital Management 
Enhance capital 
efficiency and improve 
returns on capital 
employed 


Risk Management 
Optimize risk-adjusted 
returns through the 
application of leading- 
edge risk management 
techniques 


People Management 
and Development 
Leverage the highly 
skilled employee base 
through continuing 
skill development and 
enhancement and 
performance 
measurement 


Operational Effectiveness 
Continuous improvement 
of business operations 
through increasing 
quality, shorter cycle 
times and improved 
productivity 
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2003 Accomplishments 

¢ Successful integration of Clarica generating value, building growth 
and enhancing operational effectiveness 

¢ Proactively managed capital through share repurchases, 
increased dividend payments, sale of U.K. group business and 
early redemption of subordinated debt 

e Addressed challenging interest rate conditions in the U.S. market 
by application of risk management techniques and through 
product repricing and restructuring 

e Obtained regulatory approval to begin preparation of life insurance 
operations in Beijing, China 

e The Company’s operations in Asia generated significant growth 
with earnings up 54 per cent and sales in India up 174 per cent 

e Named as one of the top 100 employers in Canada 

e Ranked 3 in the 2003 Globe and Mail Report on Business study 
of corporate governance practices 


Management's Discussion and Analysis 


2004 Priorities 

e Leverage strong Canadian market position by enhancing product 
offerings and capitalizing on the strength of the distribution channels 

e Strengthen U.S. position by focusing on operational efficiency and 
scale through improved distribution productivity, integrating support 
services across business units and potential strategic transactions 

e Address issues arising from U.S. regulatory investigations into the 
investment management industry 

e Continuously pursue operational excellence by improving support 
services and related infrastructure across all operations 

e Successfully launch life insurance operations in Beijing 

e Continue to effectively manage capital through a share repurchase 
program, dividend payment policy, product repricing and 
restructuring, and optimization of corporate structures 

e Continue to develop employee capabilities and apply appropriate 
performance measurement techniques 


Business Developments 


The following significant developments occurred in 2003. 


Corporate Development 

Increase in Ownership Stake in Cl Fund Management Inc. 

In March 2003, the Company increased its economic interest in 

Cl Fund Management Inc. (Cl), a major Canadian mutual fund 
manager, from 31.7 per cent to 34 per cent by issuing two million of 
its common shares in exchange for approximately five million common 
shares of Cl. This additional investment furthered the Company’s 
strategic objective of achieving leadership positions in key target 
markets in North America. 


In the fourth quarter, Cl acquired Synergy Asset Management Inc. 
which closed October 6, 2003, and the Canadian operations of 
Assante Corporation which closed November 14, 2003. Cl acquired 
Synergy and Assante for a combination of cash and common shares 
of Cl. Sun Life Financial supported these transactions and maintained 
its 34 per cent ownership interest in Cl by acquiring an additional 

21 million common shares of Cl for $266 million in cash. 


The growth in assets and distribution capability through these 
transactions will solidify Cl’s position as a top tier Canadian fund 
company and allow it to take advantage of economies of scale 
to the benefit of Cl shareholders. 


Sale of Clarica’s U.S. Operations 

Clarica U.S., Inc. (Clarica U.S.) was acquired as part of the Company’s 
acquisition of Clarica Life Insurance Company (Clarica) on 

May 29, 2002. After a review of Clarica U.S. operations, the Company 
concluded that it was not a strategic fit for the Company’s U.S. 
operations and sold Clarica U.S. to Midland National Life Insurance 
Company on January 7, 2003. 


Sale of U.K. Group Business 

The Company sold its U.K. group insurance business to Unum Limited, 
a U.K. subsidiary of UnumProvident Corporation on February 28, 2003 
as part of its efforts to realize the underlying value of its U.K. operations. 


Under the sale agreements, Unum Limited acquired the renewal 
rights to the group life business. For the Company’s U.K. group income 
protection business, the business was fully reinsured with Unum 
Limited effective February 28, 2003 and formally transferred under a 
Court Scheme effective July 1, 2003. The sale of these operations was 
consistent with the Company’s focus on businesses that can maintain 
or achieve competitive scale or Scope. 


Other Business Initiatives 

Clarica Integration 

By the end of 2003, the Company substantially completed the 
integration of Clarica into its existing operations. The integration work 
was completed on target and represents the culmination of almost two 
years of focused effort and management resources. The Company’s 
Canadian operations are now positioned to continue realizing the 
benefits of synergy savings and operational efficiencies gained from 
common business platforms and integrated distribution networks as 
well as to compete effectively in a consolidating market place. 


Beijing Expansion 

The Company’s joint venture in China received regulatory approval 

to begin preparation for life insurance operations in Beijing, China. 
The expansion into China’s capital city complements an existing 
operation in Tianjin and positions the Company as a major player in 
northern China. The Company views this as a significant milestone for 
the joint venture. China, the world’s largest emerging market, is a key 
building block for the Company’s long-term growth plans in Asia. 


Amalgamation of Keyport and Sun Life (U.S.) 

Effective December 31, 2003, the Company amalgamated its 

U.S. subsidiaries, Keyport Life Insurance Company (Keyport) and 
Sun Life Assurance Company of Canada (U.S.) (Sun Life (U.S.)). 

The amalgamation will simplify the Company’s corporate structure in 
the United States with a view to streamlining operations, achieving 
operational expense savings and optimizing the use of capital. 
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Governance 

Corporate Governance 

The Company believes that transparency of financial and other key 
information is critically important to establish and maintain the confidence 
of its stakeholders in the Company's operating integrity and financial 
strength. In 2003, the Company established a Disclosure Committee 
which will play a key role in ensuring the quality of stakeholder information. 


During 2003, the Company implemented a number of measures in 

response to stakeholder needs and an evolving corporate governance 

environment: 

e Separated the roles of Chairman of the Board of Directors and 
Chief Executive Officer 

e Discontinued the distribution of stock options to Directors 

e Reviewed and modified employee compensation plans 

¢ Started a review process to ensure compliance with rules 
promulgated by the Securities and Exchange Commission in the 
United States pursuant to the Sarbanes-Oxley Act and the Investor 
Confidence Rules of the Canadian Securities Administrators 


Capital Management Initiatives 

In 2003, the Company generated significant capital, creating flexibility 
for share buybacks, dividend payments and debt redemption to 
enhance capital efficiency and improve returns on capital employed. 


Share Repurchase Program 

In 2003, the Company put in place a share repurchase program to 
enhance shareholder value. A normal course issuer bid was effective 
between February 14, 2003 and January 5, 2004. During the period from 
February 14, 2003 to December 31, 2003, the Company repurchased 
approximately 18 million common shares at a cost of $527 million, 
representing approximately three per cent of the number of shares 
outstanding at the beginning of the program. 


Overview of Business 


The Company's operations are divided into six business segments: 
Sun Life Financial Canada (SLF Canada), Sun Life Financial United 
States (SLF U.S.), MFS, Sun Life Financial United Kingdom (SLF U.K.), 
Sun Life Financial Asia (SLF Asia), and Corporate Capital. These 
reportable segments reflect the Company’s management and internal 
financial reporting structures. Each segment has its own management 
and is responsible for its financial performance. Generally, the 
segments derive their earnings from wealth management and 
protection products and services. Corporate Capital primarily includes 
investments and expenses of a corporate nature for which 
management responsibility resides in the Company's corporate office. 
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On January 8, 2004, the Board of Directors renewed the share 
repurchase program and authorized the purchase of up to five per cent 
of the common shares outstanding at that time. The purchases will 

be made under the renewed normal course issuer bid over the period 
January 12, 2004 to January 11, 2005. 


Increased Quarterly Shareholder Dividend 

The quarterly dividend payout per common share was increased from 
$0.14 in 2002 to $0.17 in 2003, representing an increase of 21 per cent. 
On January 29, 2004, the Board of Directors approved an additional 
24 per cent increase in the quarterly dividend to $0.21 per share. 


Redemption of Subordinated Notes 

In September 2003, Sun Canada Financial Co., a subsidiary of 

Sun Life Financial Inc., redeemed $165 million of its 62/s per cent 
Subordinated Notes due December 15, 2007. The amount 
repurchased represented 81.6 per cent of the original amount issued. 


Other Developments 

On February 5, 2004, Massachusetts Financial Services Company (MFS) 
reached settlements with U.S. federal and state regulators related to 
administrative proceedings against it alleging false and misleading 
information in certain MFS fund prospectuses regarding market timing 
and related issues. Under the terms of the settlements, MFS neither 
admitted nor denied wrongdoing. As part of the settlement with the 
United States Securities and Exchange Commission (SEC), MFS agreed 
to pay US$225 million to compensate certain fund shareholders, of 
which US$50 million is a penalty, and agreed with the New Hampshire 
Bureau of Securities Regulation to pay an administrative fine in the 
amount of US$1 million. The Company recorded a $211 million after- 
tax charge to income in the fourth quarter of 2003 in connection with 
the matters discussed above. MFS further agreed with the Attorney 
General of the State of New York to reduce fees on the funds it advises 
by approximately US$25 million annually over the next five years. 


Revenue and Earnings in 2003 by Segment* 


Revenue Earnings** 

HM Canada - 39% HM Canada — 54% 

WM us. -43% M us.-20% 

@ MFs-8% B mrs-11% 

Wi Asia-3% M Asia-2% 
Wik =7% U.K. — 13% 


* Excluding Corporate Capital. 


** Excluding after-tax charge of $211 million for the cost of the 
MFS regulatory settlements related to frequent trading. 


The Company operates under a strategic business model that balances 
growth with earnings stability. As product features become increasingly 
more complex and innovative, the lines between product categories 
have started to blur. However, the Company generally classifies 

its products into two principal categories: wealth management and 
protection. Revenues and expenses not directly attributable to 
protection or wealth management are included in Corporate and Other. 


1) Wealth management comprises the Company's operations related 
to equity-linked and fixed income products and services in the 
areas of asset management, mutual funds, pensions and annuities: 


2) Protection or insurance comprises the Company’s individual life 
and health, group life and health and reinsurance operations. 


Wealth management represents the Company's higher potential growth 
market. As at December 31, 2003, wealth management had assets of 
$300.6 billion, representing 84 per cent of the Company’s business in 
terms of assets under management. The wealth management revenue 
is driven principally by: (i) investment advisory fees, (ii) distribution 
and servicing fees, (ili) mortality and expense fees, (iv) annuity 
premiums, and (v) net investment yield on general fund assets held 
primarily in the pension and fixed annuity businesses. 


Protection represents a steady and consistent growth market for the 
Company. The premium income from protection recorded a 
compound annual growth rate of 14 per cent in the period from 1998 
to 2003. The principal sources of protection revenue are: (i) premiums 
earned on individual life and health, group life and group health, and 
reinsurance contracts, and (ii) net investment income on assets 
supporting actuarial liabilities associated with protection products. 
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Revenue and Earnings in 2003 by Principal Product Category* 


Revenue Earnings** 


HE Protection — 52% HE Protection — 51% 

Total Wealth Management = 48% Total Wealth Management = 49% 
MH Fixed Income & Other — 32% Fixed Income & Other — 34% 
Hi Equity Linked - 16% Equity Linked — 15% 


* Excluding Corporate and Other. 


** Excluding after-tax charge of $211 million for the cost of the MFS 
regulatory settlements related to frequent trading. 


The profitability of the Company’s operations depends on, or is 

impacted by, in large part the following primary factors: 

e xternal factors, including changes in equity market performance, 
interest rates, currency exchange rates and regulations 

e The amount and composition of assets under management 

e The management of market and credit risks 

e The maintenance of spreads between credited rates and 
investment returns 

e The management of the risks inherent in products with guaranteed 
benefit options 

e Mortality and morbidity rates 

e Surrender and lapse rates 

e The management of product pricing 

e Expense management 


An expanded description of the Company’s risk factors can be found on 
pages 21 to 26 of the Company’s 2003 Annual Information Form (AIF). 


The Company’s portfolio of products and services by each of the business segments is summarized in the following table: 


Products and Services by Business Segment 


SLF Canada SLF U.S. MFS SLF U.K. SLF Asia 
Wealth Management 
e |ndividual annuity and saving products @ ® ®@ & @ 
e Group pensions and retirement products @ @ ® 
e Mutual funds 9 @ ® 
e Asset management services ® @ @ 
Protection 
e |ndividual life ® ® @ ® 
e |ndividual health & 
e Group life and health ® ® & ®@ 
e Reinsurance — life retrocession @ 
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Financial Performance Overview 


2003 Performance 

The Company reported a third consecutive year of record operating 
earnings. Shareholders’ operating net income” for the year was 
$1,520 million, up 21 per cent compared to the $1,260 million in 2002. 
Shareholders’ net income for the year was $1,309 million, up 31 per 
cent compared to the $998 million in 2002. The strong financial results 
were achieved even though the Company faced a number of 
challenges in 2003. 


Within the Company's Canadian operations, significant management 
attention was focused on the challenges of the Clarica integration 

to ensure its successful completion and realization of the anticipated 
synergy savings and operational efficiencies. The largest integration 

in the Canadian insurance industry was successfully completed while 
maintaining business momentum with earnings per share accretion 

of $0.26, surpassing the Company's target of $0.20. The Company also 
increased its ownership position in Cl, a significant and growing player 
in the Canadian mutual fund industry. 


In the early part of 2003, equity markets were exerting pressure on 
the Company’s fee-based businesses that were sensitive to market 
valuations. Throughout the year, interest rates remained at historically 
low levels and adversely affected the Company’s U.S. fixed annuity 
business as the net spread between the interest earned on 
investments and the interest credited on this business was reduced 
(spread compression). The challenging capital market conditions 
were addressed by the application of risk management techniques, 
product repricing and restructuring, and effective management 

of operating expenses. 


Despite challenging economic conditions including the impact of 

the SARS outbreak, the Company’s long-term growth engine in Asia 
generated an increase in earnings over 2002 of 54 per cent. Insurance 
sales in India increased 174 per cent and the Company received 
approval to begin preparation for the launch of life insurance operations 
in Beijing, China. 


The Company's ability to maintain strong financial performance in a 
difficult economy and challenging operational environment reflects 
the strength of its diversified and well-balanced portfolio, prudent and 
disciplined investment strategies and effective risk management. 

The detailed discussion of the Company's consolidated results in 
2003 is provided in the sections located on pages 27 to 30 of this 
Management's Discussion and Analysis. 


Outlook 

As an international organization with significant operations in Canada, 
the United States, the United Kingdom, the Philippines, India, China 
and other countries, the Company's earnings are affected by the 
economic, business, political, regulatory and capital market conditions 


{) Excludes special items as described on page 30. Operating net income is a non-GAAP 
measure and has no standardized definition under GAAP. This measure is presented to 
facilitate comparison to prior year earnings and may not be comparable to similar 
measures presented by other issuers. Financial results not specifically referred to as 
“operating” have been determined in accordance with GAAP. 
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in which it conducts business as well as fluctuations of foreign 
currencies. To mitigate these exposures, the Company has adopted a 
disciplined risk management program that includes a formal process 
for the identification and potential mitigation of risks to the Company’s 
earnings, liquidity and capital strength. 


The Company’s wealth management business, in particular, is 
impacted by changes in the level of interest rates. Minimum rate 
guarantees built into certain annuity products reduce the Spread 
between the Company’s interest earned and interest-credited rate in 
a low interest environment. Management proactively takes actions, 
such as product repricing, that it believes will provide for long-term 
profitability. During 2003, several U.S. states reduced the statutory 
required minimum rate guarantee. The Company has, where possible, 
reduced interest-crediting rates to these minimums. In addition, 

the Company uses derivatives and asset/liability matching programs 
to help reduce the impact of interest rate volatility on its earnings. 


The Company's earnings are also impacted by volatility in the equity 
markets due to asset-based fees, equity-based investment income and 
segregated fund and annuity guarantees. The Company proactively 
attempts to reduce the impact of this volatility, on guarantees in 
particular, through the use of derivative arrangements. In addition, 
cost containment measures undertaken by MFS and SLF U.S.’s 
annuities business unit to bring expenses in line with market driven 
growth have better positioned both of these businesses to achieve 
profitable organic growth in flat or declining markets and to leverage 
these operational efficiencies in strong markets. 


Competition continues to increase as the North American life 
insurance market continues to consolidate. In such an environment, 
achieving scale and operational efficiencies becomes critical to 
maintaining a significant presence. With the integration of Clarica 
substantially complete, the Company’s Canadian operations are 

now In a position to capitalize on the operational efficiencies attained 
and re-focus on product development and customer service to 
achieve long-term growth. 


In response to the increasingly competitive U.S. life insurance 
environment, the Company undertook several strategic measures 

in 2003 in order to be positioned to compete more effectively in the 
future. First, MFS and SLF U.S. integrated their annuity distribution 
platforms to form a common distribution company, MFS/Sun Life 
Financial Distributors, Inc. (MFSLF). Going forward, the creation 

of this shared distribution company is expected to enable both entities 
to improve sales growth and achieve economies of scale. Second, 

SLF U.S. has started the process of combining the customer service, 
administrative and other support functions into a single service centre 
supporting all its business units. This initiative is expected to achieve 
significant cost savings and improve operational efficiency. In addition, 
the Company believes it has sufficient access to capital to pursue 
acquisitions that will complement and add scale in its target market 
segments. 


In November 2003, the SEC and Morgan Stanley DW, Inc. (Morgan 
Stanley) settled an enforcement action against Morgan Stanley relating 
to the receipt of fees from certain mutual fund companies in return for 
preferred marketing of their funds. MFS was one of the 14 fund 
companies reported to be on Morgan Stanley’s preferred list. 

As a result, MFS has been under investigation by the SEC relating 

to its directed brokerage and revenue-sharing arrangements with 
various distributors of its products, including Morgan Stanley. MFS is 
cooperating with the SEC’s investigation, which is ongoing. In addition, 
certain of the Company’s subsidiaries have received requests for 
information from the SEC and other regulators in connection with 
enquiries into directed brokerage and revenue-sharing arrangements 
and are responding to these requests. 


As part of an industry-wide investigation of variable insurance product 
sponsors, certain subsidiaries of the Company received requests from 
the SEC for information regarding practices with respect to subaccount 
“market timing” practices with respect to receiving and processing 

exchange orders from contract owners, and oversight of such activities 
in separate accounts. The Company has responded to the SEC’s request. 


The outcome of these investigations is not yet determinable and may 
result in sanctions, compensation payments or other financial penalties. 


Consolidated Results of Operations 


Shareholders’ Net Income 
For the year ended December 31, 2003, shareholders’ net income was 


$1.3 billion, representing an increase of 31 per cent over $998 million 
for 2002. Earnings per share increased to $2.15 from $1.84 in 2002. 
The appreciation of the Canadian dollar against foreign currencies in 
the year reduced net income by $53 million. 


Operating earnings™, which exclude special items outlined on page 30, 
increased by 21 per cent to $1.5 billion in 2003 from $1.3 billion in 
2002. Operating earnings per share were $2.50, up eight per cent from 
$2.32 in 2002. The strong operating earnings performance reflected 
the Company’s continuing success in growing its core businesses 

and diversifying its earnings stream. The appreciation of the Canadian 
dollar against foreign currencies in the year reduced operating 
earnings by $78 million. 


Earnings from continuing operations for 2003 were $1.3 billion, 
compared to $1.0 billion for 2002. Earnings from continuing operations 
for 2002 exclude a $36 million loss from the discontinued operations 
of Clarica U.S. 


The Clarica acquisition added 26 cents to the Company's earnings 
per share in 2003, exceeding the financial target set at the time of 

the acquisition of 20 cents. This compared to the 6 cents accretion for 
the seven months after acquisition in May 2002. 


{) Operating earnings and other financial information based on operating earnings, such as 
operating earnings per share and operating return on equity, are non-GAAP measures 
and have no standardized definitions under GAAP. They are presented to facilitate the 
comparison of quarterly and full-year data and may not be comparable to similar 
measures presented by other issuers. Financial results not specifically referred to as 
“operating” have been determined in accordance with GAAP. 
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For additional information about this and related matters, please see 
page 2 of the Company's 2003 AIF and “Risk Factors — Investigations 
into U.S. Investment Industry” on page 22 of the 2003 AIF. 


Since the Company conducts business in multiple geographic locations 
outside Canada, its earnings are impacted by the fluctuations of foreign 
currencies, in particular the U.S. dollar, against the Canadian dollar. 
With the acquisition and integration of Clarica into its operations, 

the proportion of the Company’s earnings subject to such fluctuations 
has decreased. 


The Company is also subject to changes in statutes, regulations 
and regulatory policies in the jurisdictions in which the Company 
operates. Such changes could impact the Company’s profitability 
or its competitive position in its target markets. 


In spite of the factors outlined above that impact the Company's 
earnings, management believes the Company’s long-term growth 
momentum remains strong. In particular, the Company believes Its 
balanced business model sufficiently diversifies the Company’s 
operations geographically and between the wealth management and 
protection businesses to achieve stable long-term growth into the future. 


Earnings and Earnings per Share 


($ millions) 2003 2002 2001 
Net Income from 
Continuing Operations 1,308 1,033 881 
Less: Loss from 
Discontinued Operations - 36 = 
Total Net Income 1,308 997 881 
Less: Participating 
Policyholders’ Net Income (1) (1) (1) 
Shareholders’ Net Income 1,309 998 882 
Less: Special Items (211) (262) 10 
Operating Earnings 1,520 1.260 72 
Basic Earnings per Share from: 
— Continuing Operations 25 1.91 2.08 
— Shareholders’ Net Income 2M) 1.84 2.08 
— Operating Earnings 2.50 D139 2.06 
Diluted Earnings per Share from: 
— Continuing Operations 2S 1.90 2.07 
— Shareholders’ Net Income 2S 1.83 2.07 
— Operating Earnings 2.50 Dap 2.06 
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During 2003, the Company’s operations in protection continued 

to perform well and again demonstrated their underlying strength in 
generating stable earnings in challenging times. The Company's 
protection earnings were $747 million for the year, up $144 million or 
24 per cent relative to $603 million, which excluded an after-tax 
charge of $150 million for the run-off block of reinsurance, in 2002. 
This strong earnings performance reflected the full year impact 

of Clarica, the realization of synergy benefits from the integration of 
Clarica, and favourable claims experience. 


The Company's reported earnings in wealth management were 

$521 million. The reported earnings included an after-tax charge of 
$211 million in connection with the SEC and New Hampshire 
settlements related to frequent trading in certain MFS mutual funds. 
Adjusting for this item, the Company’s Operating earnings in wealth 
management were $732 million, up $64 million, or 10 per cent, 
compared to $668 million in 2002. The rebound in the equity markets 
in the latter half of the year in conjunction with cost containment 
measures helped mitigate the earnings pressures from declining 
interest rates and the impact of the strengthening of the Canadian 
currency relative to the U.S. dollar. The equity-sensitive segment 

of the Company's operations earned $227 million in 2003 before the 
aforementioned charge related to MFS, compared to $231 million 

in 2002. The decrease was primarily due to lower fee income on lower 
average assets under management from the variable annuities 
business in the U.S. and reduced contribution from MFS because 

of the weaker U.S. dollar. These unfavourable factors were partially 
offset by the full year impact of Clarica. 


Corporate and Other, which includes results not directly attributable 
to the Company’s underlying wealth management and protection 
operations, earned $41 million for the year, compared to a loss of 
$123 million in 2002. The favourable change relative to 2002 

was largely due to the impact of the restructuring and other related 
charges arising from the Clarica acquisition in 2002. 


Shareholders’ Net Income*/** by 
Principal Product Categoryt ($ mittions) 


(32° 
668 
747 
603* 513 
407 
Wealth 
Protection Management 
Ol O27 (03 Ol 02. «03 


MA Equity Market Linked 
ME Fixed Income & Other 


Excludes after-tax charges of $150 million related to the run-off 
block of accident and health reinsurance business. 


Excludes after-tax charge of $211 million for the cost of the MFS regulatory 
settlements related to frequent trading. 


t Excludes Corporate and Other. 
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Return on Equity 

In 2003, return on shareholders’ equity (ROE) based on operating 
earnings was 10.6 per cent compared to the 2002 level of 10.7 per cent. 
Return on shareholders’ equity based on shareholders’ net income 
was 9.2 per cent, compared to 8.5 per cent for 2002. The increase in 
return on equity, based on reported earnings in 2003, reflected higher 
earnings as well as the impact of the Company’s share repurchases 
on average equity levels. 


Assets Under Management 

The Company's assets under management (AUM) comprise general 
funds, segregated funds and other assets under management which 
include mutual and managed funds. Managed funds represent 
institutional and other third-party assets that are managed by the 
Company. Total assets under management were $359.0 billion as 

at December 31, 2003, down $1.6 billion, compared to $360.6 billion 
as at December 31, 2002. 


The Company's general fund assets decreased to $109.2 billion, down 
$14.2 billion, or 11.5 per cent, from the 2002 level. The decrease was 
primarily due to strengthening of the Canadian dollar against foreign 
currencies which reduced asset values by $11.7 billion, and a 
reduction from the sale of Clarica U.S. which had assets of $5.3 billion 
as at December 31, 2002. 


The Company's segregated fund assets increased to $54.1 billion 

as at December 31, 2008, up $1.3 billion or three per cent, relative 

to $52.8 billion as at December 31, 2002. Increases in asset values of 
$7.1 billion due to market improvements were partially offset by an 
unfavourable impact of $5.5 billion due to the strengthening of the 
Canadian dollar and net outflows of $264 million. 


The Company's other assets under management, excluding the 
Company's share of Cl’s assets, increased to $195.7 billion, up 
$11.3 billion from the December 31, 2002 level. The impact of the 
strengthening Canadian currency against the U.S. dollar was 
more than offset by net inflows of $9.9 billion and an increase of 
$33.5 billion resulting from market value improvements. 


Assets Under Management (s billions) 


352 361 359 

01 02 03 

Other Assets Under 223 184 196 
Management 

Mi Segregated Funds 49 53 54 

Ml General Funds 80 124 109 


Revenue 

In 2003, the Company’s total revenue decreased to $22.1 billion, 

down $1.0 billion or five per cent from $23.1 billion in 2002. The strong 
increase in life insurance premiums and higher investment income 
were more than offset by lower sales of U.S. annuities, lower U.K. 
revenues and the unfavourable impact of a stronger Canadian currency. 


Life insurance premiums grew by $922 million or 17 per cent in 2003, 
primarily reflecting the full year impact of the Clarica acquisition, and 
increased sales of universal life products by the U.S. operations, 
partially offset by the impact of the strengthening of the Canadian 
currency. Health insurance premiums increased by $343 million, or 
17 per cent, primarily due to the additional contribution from Clarica. 


Annuity premiums decreased by $2.6 billion. The decrease was 
primarily due to lower sales of U.S. annuities and the currency impact 
of a weakening U.S. dollar. Fixed annuity sales declined as minimum 
guaranteed interest rates and commission rates were reduced to 
counter the effects of spread compression. The lower fixed annuity 
sales were partially offset by a 58 per cent increase in equity indexed 
annuity sales on a U.S. dollar basis. 


Investment income increased by $572 million, or 11 per cent, in 2003. 
The increase was primarily due to lower asset provisions, net gains on 
derivatives and the full year impact of Clarica, partially offset by the 
impact of the strengthening of the Canadian dollar. Investment income 
in 2002 included a gain of $173 million on the sale of Spectrum 
Investment Management Limited (Spectrum). 


Fee income declined by $285 million or nine per cent. The decrease 
reflected an unfavourable impact of $274 million due to the 


strengthening of the Canadian currency versus the U.S. dollar. 


Total Revenue 


($ millions) 2008 2002 2001 
Premiums 
Annuities 4,805 7,402 4,196 
Life Insurance 6,325 5,403 3,759 
Health Insurance 2,413 2,070 1,482 
Total Premiums 13,543 14,875 9,437 
Net Investment Income BOs SpULch 4,162 
Fee Income 2,810 3,095 3,216 
Total 22,056 23,101 16,815 


Benefit Payments 

The Company has a variety of current and future benefit payment 
obligations that impact overall earnings performance. Payments to 
policyholders, beneficiaries and depositors were $12.8 billion, up 

$1.1 billion or 10 per cent from 2002, primarily due to the acquisition 
of Clarica in May 2002. Transfers to segregated funds decreased by 
59 per cent in 2003, reflecting reduced demand for equity market- 
based products in the first half of the year. The increase in actuarial 
liabilities was $2.2 billion lower than the 2002 level of $3.8 billion, 
reflecting the impact of lower fixed annuity sales and higher surrenders. 


Management's Discussion and Analysis 
Benefit Payments 


($ millions) 2003 2002 2001 


Payments to Policyholders, 


Beneficiaries and Depositors 22 11,688 6,880 
Net Transfer to Segregated 

Funds 544 1,329 2,606 
Increase in Actuarial Liabilities 1,624 S622 1,697 
Total 16,839 


Expenses and Other 

Commission expenses decreased to $1.8 billion in 2003, down 

$61 million from the 2002 level. The decrease reflected lower annuity 
sales and the impact of a weaker U.S. dollar, partially offset by 
increased commissions from higher sales of life and health insurance 
products due to the full year impact of Clarica. 


Excluding a pre-tax regulatory-related charge of $320 million related 
to MFS, operating expenses were $2.8 billion, down $11 million from 
2002. Increases due to the full year impact of Clarica were more 
than offset by the favourable impact of a strengthening Canadian 
dollar, synergy savings related to the Clarica integration, operational 
efficiencies, and reduced transformation costs in SLF U.K. 


Interest expenses increased by $17 million to $209 million in 2003. 
The increase reflected the full year impact of the interest expenses 
associated with Clarica’s $700 million subordinated debt and the 
$800 million of new subordinated debentures issued in mid-2002, 
partially offset by the impact of the September 2003 redemption 

of $165 million of subordinated notes. 


Income taxes were $387 million in 2003, compared to $98 million in 
2002. The Company’s consolidated effective income tax rate for 2003 
was 22 per cent, compared to eight per cent for 2002. The effective 
tax rate in 2002 reflected the impact of favourable tax settlements 
resulting from the completion of prior year tax reviews and the 
recognition and utilization of capital losses. Excluding these events, 
the Company’s 2002 effective tax rate would have been approximately 
28 per cent. In 2003, excluding similar adjustments and the impact 
of statutory rate increases on future income taxes, the Company’s 
effective tax rate would have been 24 per cent. 


Expenses and Other 


($ millions) 2003 2002 2001 
Commissions 1,848 1,909 1,600 
Operating Expenses 2,768 2,779 2,496 
Regulatory Settlement 

Provisions related to MFS 320 - - 
Premium Taxes 171 168 113 
Interest Expenses 209 192 168 
Income Taxes 387 98 306 
Non-Controlling Interests in 

Net Income of Subsidiaries 65 83 68 
Loss from Discontinued 

Operations, Net of Taxes - 36 - 
Participating Policyholders’ 

Net Income (Loss) (1) (1) (1) 
Total 5,767 5,264 4,750 
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Special Items Affecting Net Income 

The Company undertakes strategic and operational activities to grow 
and strengthen its business platform on an ongoing basis. These 
activities can result in special gains or losses that are not directly 
related to its operations and usually are not recurring. The Company 
generally measures its financial performance based on its operating 
earnings, which exclude the impact of these special items. Such 
measurement facilitates the annual and quarterly comparison of the 
Company’s underlying financial results on a consolidated basis. 


In late 2003 regulatory investigations were launched, on an industry- 
wide basis, in the U.S. mutual fund industry regarding market timing 
and late trading of mutual funds. On February 5, 2004, MFS reached a 
settlement with certain regulators regarding these issues. The 
Company recorded a $211 million after-tax charge in the fourth 
quarter in connection with the SEC and New Hampshire settlements. 


In 2002, the sale of Spectrum to Cl resulted in an after-tax gain of 
$173 million, which was partially offset by the net loss of $48 million on 


the disposition of Clarica U.S. The special items in 2002 also included 


Special ltems 


after-tax restructuring and other charges of $217 million in connection 
with the acquisition of Clarica, an after-tax charge of $150 million 
related to guaranteed minimum income benefits and non Unicover- 
related accident and health risks in the Company’s run-off reinsurance 
business, and other special items which had a net unfavourable 
impact of $20 million on net income. As a result of these special items, 
the Company's net income was reduced by $262 million in 2002. 


The earnings impact of the special items described above on a per 
share basis is summarized in the following table. 


Impact of Special Items on Earnings per Share 


($ per share) 2003 2002 2001 
EPS — Reported Dols; 1.84 2.08 
(Canadian GAAP based) 
Net Gains (Losses) on 
Special Items (0.35) (0.48) 0.02 


EPS — Operating 


($ millions) 2003 2002 2001 
Q4 Q3 Q2 Ql Total Q4 Q3 Q2 Ql Tota Total 

Reported Earnings (Canadian GAAP based) 206) 394 366) 343) 1309) | 310 361 (ide 0 S93 4 88? 
After-Tax Gains (Losses) on Special Items 

Regulatory Settlement Provisions related to MFS (211) (211) 

Net Gain on Sale of Spectrum IVs) 173 

Net Loss on Sale of Clarica U.S. (48) (48) 

SLF Canada Restructuring and Other Charges (207) (217) 

Charge to the Run-off Block of Reinsurance Business (150) (150) 

Net Gains on Sales of U.K. Assets 125 

U.K. Restructuring (88) 

Subordinated Debt Redemption Costs (30) 

Other (3) 2) (5) (20) 3 

Total Special Items (in) (211)} (51) 222) — (262) 10 
Operating Earnings 417 394 366 343) 917520 361 350 293 256 1,260 872 
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Sun Life Financial Canada 


Business Profile 


Management's Discussion and Analysis 


SLF Canada has a leadership position in the Canadian market with a customer base exceeding seven million people, representing almost a quarter 
of Canada’s population. Through its five operating units, consisting of Retail Insurance, Retail and Other Wealth Management, Group Benefits, 
Group Retirement Services and Reinsurance, SLF Canada offers a full range of protection and wealth management products and services. 


Competitive Position”) 


A significant player in most Canadian markets of strategic relevance with over seven million customers in Canada and the largest exclusive sales 
force, the Independent Career Advisor (ICA) channel, consisting of 4,135 independent sales advisors, managers and product specialists. 


e tin defined contribution plans based on assets under administration 


e tin critical illness and long-term care based on annualized premiums 
e 24 in group benefits based on annualized premiums and premium equivalents 


e 34 in individual annuities based on premiums and deposits 
e 3'4 in individual life based on annualized premiums 


The Company has a strategic interest (34 per cent) in Cl, which is the second largest Canadian fund manager based on long-term assets 


under management. 


Strategy 


e Solidify leadership position in its core businesses with focus on scale and operating capabilities 
e Aggressively grow the retail business by leveraging industry leading brands and distribution network 
e Grow the business through leveraging the ability to provide integrated service to group life and health and group retirement services clients 


e Bea high-performance and customer-focused organization 


2003 Highlights 

e Shareholders’ net income increased to $829 million, up 62 per cent 
over 2002 

e Successful integration of Clarica with run rate synergy savings 
target achieved 

e Established common platforms for business growth across all 
business units 

e Named as one of the top 100 employers in Canada by The Globe 
and Mail for second consecutive year 


Priorities for 2004 

e Grow the retail business with increased advisor productivity and 
expand offering of innovative, new products 

e Increase customer and advisor satisfaction and loyalty 

e Leverage synergy savings achieved through integration and pursue 
further benefits through continuous improvement 


Integrated Platform for Growth 

With the integration of Clarica substantially complete, SLF Canada 
offers the domestic market competitive products and delivery systems 
through two strong brands. The Sun Life Financial brand is used in 
group retirement services, group benefits and selected retail products 
and distribution channels. The Clarica brand is used to serve the 
individual retail market through the ICA channel. 


{Competitive statistics are based on published information at and for the year 
ended December 31, 2003 or the information available for the latest period before 
December 31, 2003 and do not include the impact of mergers and acquisitions closing 
after December 31, 2003. 


(2) Long-term assets under management include mutual, segregated, labour-sponsored and 


other funds and pools and exclude money market funds. 


Consolidated Financial Results 

In spite of the challenges of integration and the increasingly 
competitive life insurance industry, earnings from SLF Canada 
increased to $829 million, up $316 million or 62 per cent relative to 
$513 million in 2002. The increase was primarily due to the full year 
impact of Clarica, the synergies arising from the integration of Clarica, 
favourable mortality and morbidity experience in group insurance and 
the impact of improved equity markets on Retail and Other Wealth 
Management. 
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Revenue for the year was $8.6 billion, up about $2.1 billion or 

32 per cent, compared to $6.6 billion in 2002. The increase reflected 
the revenue contribution from Clarica for the full year in 2003 versus 
the seven months after its acquisition in 2002. 


ROE increased to 11.9 per cent from the 2002 level of 11.3 per cent, 
primarily due to increased earnings. 


Total assets under management increased to $100.2 billion as at 
December 31, 2003, up $11.0 billion from $89.2 billion as at 
December 31, 2002. The asset growth reflected improved equity 
markets and higher net sales in SLF Canada’s segregated and 
managed funds. 
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Summary Statement of Operations 


($ millions, except as noted) 2003 2002 2001 
Premiums 5,605 4,145 2,236 
Net Investment Income 2,546 1,974 1,267 
Fee Income 485 444 352 
Total Revenue 8,636 6,563 3,855 
Client Disbursements & Change 
in Actuarial Liabilities 5,891 4,625 2,800 
Commissions & Other Expenses 1,566 1,219 724 
Income Taxes 342 191 106 
Non-Controlling Interests in 
Net Income of Subsidiaries ial 14 18 
Par Policyholders’ Income (Loss) (3) 1 (5) 
Shareholders’ Net Income 829 513 212 
Selected Financial Information 
Return on Equity 11.9% 11.3% 16.5% 
Total AUM (billions) 100.2 89.2 525 
Capital Employed 8,925 8,600 1,637 
Goodwill By/65 3,764 66 


Management's Discussion and Analysis 


Sun Life Financial Canada — Retail Insurance 


Business Profile 


The Company's Canadian Retail Insurance business unit offers a full range of life and health insurance products tailored to the needs of 
individual customers. Its principal products include universal life, term life, permanent life, critical illness, long-term care and personal health 
insurance. These products are marketed through a distinctive, multi-channel distribution model consisting of the Clarica branded exclusive sales 
force with 4,135 independent sales advisors, managers and product specialists, and a partnership-based wholesale channel. 


The Company is a leading provider of retail life and health insurance in Canada based on premium income. With its significant scale, extensive 
distribution network, strong brand recognition and efficient operating structure, management believes that the Company is well positioned to 


compete effectively in a highly competitive and mature market. 


Retail Insurance is a cornerstone of the Company's business platform in Canada. It provides distribution capabilities and financial resources to 


facilitate the Company’s overall growth in the Canadian market. 


2003 Highlights 


e Strong earnings of $246 million, up $106 million or 76 per cent from 2002 


e Insurance sales increased to $141 million, up 22 per cent from 2002 


e Conversion of over 560,000 retail policies to a common systems platform 


Retail Insurance completed the necessary work in 2003 to have 
Clarica and Sun Life Financial branded product families administered 
on common systems platforms. The integrated systems are expected 
to provide ongoing operational efficiencies and profitable returns in 
the future. With integration largely behind the business unit, the focus 
will be on product development, business excellence and customer 
and advisor service. 


Financial Results 

Earnings increased to $246 million, up 76 per cent from $140 million 
in 2002. The increase in earnings was largely due to synergy savings 
from the Clarica acquisition and having a full year of the business 
acquired compared to seven months in 2002. Revenue for the year 
grew to $2.7 billion, up 43 per cent from 2002. The increase in revenue 
was primarily due to the full year impact of Clarica. 


Sales of individual life and health products for the year were 

$141 million, up 22 per cent from 2002 primarily as a result of the full 
year impact of the Clarica acquisition. The sales of Clarica branded 
individual health products continued to be strong in 2003, with 
annualized premiums increasing 127 per cent over 2002. Sales in 

the wholesale channel were down as a result of integration challenges 
and channel rationalization. With the completion of integration, 

the focus will return to product development and profitable growth of 
the business. 


The increased scale and synergy savings from the Clarica acquisition 
continued to improve operating margins and reduce unit costs. 


Summary Statement of Operations 


($ millions) 2003 2002 2001 
Premiums 1,860 1,297 580 
Net Investment Income 876 620 388 
Fee Income ii 3 
Total Revenue 27A3 1,924 971 


Client Disbursements & Change 


in Actuarial Liabilities 1,741 1,289 75 
Commissions & Other Expenses 617 443 194 
Income Taxes 142 Sil (7) 
Par Policyholders’ Income (Loss) (3) l (5) 


Shareholders’ Net Income 


Sales — New Annualized Premiums 141 116 61 
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sun Life Financial Canada — Retail and Other Wealth Management 


Business Profile 
The Company's Canadian Retail and Other Wealth Management business unit includes the Company's individual annuity business, its 56 per cent 


owned subsidiary McLean Budden Limited (McLean Budden) and its 34 per cent owned strategic partner Cl. McLean Budden is one of the 
premier providers of investment management services in Canada with assets under management of $29.3 billion as at December 31, 2003. 
Cl is the second largest fund company in Canada, based on long-term assets under management” of $39.5 billion as at December 31, 2003. 


Retail and Other Wealth Management provides a strong platform for the Company to grow its retail wealth management business in Canada. 
Cl, which is a cornerstone of this growth platform, has an outstanding track record in investment management and offers a broad selection 
of investment funds. Cl's competitive advantages also include its superior operating capabilities, highly efficient back office operations and its 
preferred access to the Company’s strong retail distribution network. 


2003 Highlights 
e Achieved earnings of $188 million, up 94 per cent from 2002 
e Invested $266 million in Cl to support Cl’s acquisition of Assante and Synergy and to maintain its equity investment at 34 per cent 


Financial Results Summary Statement of Operations 
Earnings from Retail and Other Wealth Management increased to 


$188 million, up $91 million or 94 per cent, compared to 2002. Gienillions) 2s 2002 2001 

The increase resulted from the full year impact of Clarica, improved Premiums 648 519 Ze7 

investment spreads, stronger stock market performance in the latter Net Investment Income 781 506 300 

half of the year, and improved pricing for segregated fund guarantees. Fee Income 193 239 248 
Total Revenue 1,622 1,264 775 

Revenue for the year grew to $1.6 billion, up $358 million or Client Disbursements & Change 

28 per cent. The revenue growth resulted primarily from the full year in Actuarial Liabilities 1,139 863 433 

impact of Clarica partially offset by a reduction in fee income as a Commissions & Other Expenses 239 251 ead 

result of the sale of Spectrum in 2002. Income Taxes 45 ss 35 
Non-Controlling Interests in 

Total assets under management, which exclude Cl’s assets under Nel Teens Urs bus eleliiss x g 18 

management, increased to $44.2 billion as at December 31, 2003, Shareholders’ NetIncome 88 | 

up $7.1 billion from 2002. The increased assets were primarily in 

McLean Budden which benefited from net positive flows from both Retail and Other Wealth Management Assets 

existing and new clients. Under Management (¢ billions 


) 
44.2 
37.1 
30.4 : 
01 02 03 


() Long-term assets under management include mutual, segregated, labour-sponsored and 
other funds and pools and exclude money market funds. 
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Sun Life Financial Canada — Group Benefits 


Business Profile 


The Company’s Group Benefits business unit is a leading provider of group life and health insurance products in Canada. The Company 


Management's Discussion and Analysis 


has approximately 21 per cent market share in the Canadian group benefits business and services more than 10,000 employers in Canada. 


The Company provides life, dental, drug, extended health care, health spending accounts, and disability and flex benefit plans. Its group 


products are custom-designed and are positioned to fulfil the protection needs of employers of all sizes. The Company competes on its strength 
of scale, product offerings and industry leading e-business capabilities. The group benefit products are marketed and distributed across Canada 


by its experienced sales representatives in co-operation with independent brokers and benefit consultants. 


2003 Highlights 

e Sirong earnings of $233 million, up 48 per cent from 2002 

e Completed conversion of Clarica clients toa common systems platform 

e Awarded IBM Canada’s group health and dental benefits business 

e Received ITX award for Information Technology leadership from ClO Canada magazine 


In 2003, Group Benefits focused on integration activities while Summary Statement of Operations 
leveraging Its core competencies to win new customers. 
($ millions) 2003 2002 2001 
The Company capitalized on its innovative approach of providing Premiums eees 1,765 1,211 
integrated group benefits and group retirement services. This integrated Net Investment Income 383 358 280 
approach provides seamless, one-stop solutions that significantly Fee Income all 90 93 
streamline the increasingly complex administration of group plans. Total Revenue 2,744 2,213 1,544 
It allows plan members to manage their benefit claims and retirement Client Disbursements & Change 
investments on a centralized, Internet-based platform efficiently in Actuarial Liabilities nee 1,629 1,176 
and effectively. Commissions & Other Expenses 451 345 296 
Income Taxes 96 32 61 
Financial Results Shareholders’ Net Income 233 iby 81 
Group Benefits reported strong results for the year, with earnings of Sales — Annualized Premiums 
$233 million, an increase of 48 per cent over 2002. The increase in and ASO Premium Equivalents J 192 235 


earnings reflected better mortality and morbidity experience and the 
full year impact of Clarica. 


Revenue for the year increased by $531 million, or 24 per cent to 
$2.7 billion. The growth in revenue was attributable to the addition 
of Clarica for the full year. Sales, measured by annualized premiums 
and premium equivalents, dropped by six per cent from 2002 to 
$181 million for 2003. This reflects the low sales activity in the large 
case market, which generated the large premium sales. 
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Sun Life Financial Canada — Group Retirement Services 


Business Profile 

The Company's Group Retirement Services (GRS) business unit is the leading provider of defined contribution plans in Canada as measured 

by Benefits Canada’s 2003 Defined Contribution Plan Survey. GRS also offers other group retirement services and products, including investment 
only segregated funds and fixed rate annuities, group life annuities and pensioner payroll services. With its strength in product and investment 
offerings, plan sponsor and member services and infrastructure capabilities, GRS is well equipped to meet the complex plan and service 
requirements of medium to large corporations and associations, and to provide cost effective solutions to smaller markets. The Company had 
approximately a 30 per cent market share in Canada based on assets under management, and its group products covered approximately 

1.1 million plan participants at the end of 2003. The Company’s products and services are distributed through pension consultants, and its own 
in-house sales force, brokers and advisors. 


GRS represents a key part of the Company’s wealth management growth platform in Canada. GRS’ significant scale allows it to make effective 
use of technology and to price competitively without compromising operating margins. 


2003 Highlights 

e Earnings increased to $88 million, up 54 per cent from 2002 

e Completed conversion of $10 billion in Clarica client assets to a common systems platform 

e Ranked top supplier of defined contribution plans by Benefits Canada magazine 

¢ First Canadian defined contribution pension plan supplier to obtain ISO 9001:2000 quality assurance certification 
e Received ITX award for Information Technology leadership from ClO Canada magazine 


Financial Results Summary Statement of Operations 

GRS continued its focus on sales, business retention and cost controls 

in light of fast-changing market conditions in 2003. Earnings for CMs) CCSD Se) aus Ze et 

the year were $88 million, up $31 million or 54 per cent, primarily Premiums 445 335 218 

reflecting the full year impact of the Clarica acquisition, improved Net Investment Income as 435 als 

investment spreads and increased fee revenue. Fee Income 2 101 46 
Total Revenue 1,031 871 539 

Revenue increased by $160 million, or 18 per cent, to $1.0 billion Client Disbursements & Change 

primarily due to the full year impact of Clarica. in Actuarial Liabilities TAS B68 419 
Commissions & Other Expenses 162 115 57 
Income Taxes 38 31 29 


GRS sales were $1.0 billion for 2003, down 14 per cent from the 


Shareholders’ Net Income 88 57 38 
Selected Financial Information 


2002 level. The decrease primarily reflected market uncertainty 
in light of the rapid consolidation in the defined contribution pension 


plan industry. AUM (billions) 25.8 2S 11.9 
Number of DC Plan 
Assets under management increased to $25.8 billion from $23.3 in Participants (o00's) mek LOG/ “a 


2002, primarily as a result of improving equity markets. 
Gross Sales* — GRS ($ millions) 


GRS provided services to approximately 6,800 Canadian companies as ee 


at December 31, 2003. 1,000 
804 | 


Ol 0208 


* Includes premiums and deposits. 
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Sun Life Financial Canada — Reinsurance 


Business Profile 

The Company’s Canadian Reinsurance operations provide customized reinsurance solutions, with a primary focus on the life retrocession 
business in North America. The Company is a market leader in North America with 27 per cent market share based on life retrocession in force. 
The Company's leadership position in life retrocession reflects its strong expertise in pricing and mortality risk management as well as its high 
credit rating. 


The Company’s reinsurance business represents an important franchise and contributes solid earnings. The Company intends to selectively 
pursue growth opportunities in the core life retrocession business in North America and Europe. 


2003 Highlights 
e Achieved leading position in terms of new individual life retrocession business in the North American market with a 40 per cent share 
e Established an Irish branch in support of the development of a European business platform 


Financial Results Summary Statement of Operations 
SLF Canada’s reinsurance business was acquired as part of the Clarica 


hogs , : ; =e millions, except as noted 200. 2002 2001 
acquisition. Reinsurance reported higher earnings of $56 million - z ee Fae ae 
ie remiums 229 - 
for the full year in 2003 compared to $32 million for the seven months 
— Net Investment Income 34 26 - 
subsequent to acquisition in 2002. Reinsurance continued to 
nies , a, eds Fee Income 5 3 - 
concentrate on strengthening its business focus and solidifying its 
; ate nad Total Revenue 447 258 - 
leadership position through effective product design and pricing, as ; 
Client Disbursements & Change 
well as expense control. ; Ad ame, 
in Actuarial Liabilities 304 176 - 
Sy ate Commissions & Other Expenses 67 40 - 
Revenue increased to $447 million in 2003, up 73 per cent from 2002, P 
NA 2 : Income Taxes 20 10 - 
primarily reflecting the full year impact of Clarica. Sales of in-force 
: ee ‘aie Shareholders’ Net Income 56 S2 - 
insurance for the full year were $28 billion compared to $16 billion a 
sete Selected Financial Information 
for 2002 for the seven months following the Clarica acquisition. 
at ; ' Sales (in-force, billions) 28 16 - 
This increase reflected a strong performance given the ongoing 
Business In-Force (billions) 160 183 ~ 


consolidation among reinsurers. 


Sun Life Financial Canada — Investment Portfolio and Other 


Business Profile 
The Company’s Canadian Investment Portfolio and Other operations include investment income and expenses not directly attributable to the 
Canadian strategic business units. 


Financial Results Summary Statement of Operations 
For the year ended December 31, 2008, Canadian Investment 
Portfolio and Other reported earnings of $18 million, compared to ee 2008 a ame 
earnings of $30 million in 2002. The decrease in 2003 earnings Premiums 7 7 7 
primarily reflected the fact that 2002 earnings included one-time Net Investment Income 38 29 en 
settlements of tax issues of $20 million that were only partially offset Fee Income 11 4 2 
by higher investment income in 2003. Total Revenue oS 33 2 
Client Disbursements & Change 
in Actuarial Liabilities - - 26 
Commissions & Other Expenses 30 25 
Income Taxes 1 (27) (12) 
Non-Controlling Interests in 
Net Income of Subsidiaries - iS 


Shareholders’ Net Income 
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Sun Life Financial United States 


Business Profile 


SLF U.S. concentrates on three core businesses in the U.S.: annuities, individual life insurance for affluent customers, and group life and health 
insurance for small to medium-sized companies. The Annuities business unit offers fixed and variable annuities, and investment management 
services. The Individual Life Insurance business unit offers primarily fixed and variable universal life, and corporate-owned and bank-owned life 
insurance. The Group Insurance business unit offers group life insurance and group health insurance, which includes short- and long-term 


disability benefits and medical stop-loss plans. 


Competitive Position” 


A significant player in annuity and high-end speciality insurance markets 


¢ 20" in variable annuities and 16t" in fixed annuities based on annualized premiums 
e 1% in third-party distribution of annuities in U.S. bank channel based on premiums 


e 2" jn universal life by average policy size 
e 3'¢ in medical stop-loss plans based on business in force 


Strategy 

e Become a top-tier player in selected markets 

e Leverage product manufacturing and risk management strengths 
¢ Focus and enhance distribution capabilities and coverage 

¢ Strengthen operational scale and efficiency 


2003 Highlights 

¢ IFMG maintained its #1 position in the Kehrer Report for the sale 
of annuities, mutual funds and securities through banks 

e Management actions were taken to reduce exposure to spread 
compression in fixed annuities 

e Established a centralized service centre structure to increase the 
efficiency of operations 


Priorities for 2004 

e Strengthen market positions in the annuity markets 

e Align distribution channels and increase wholesaler coverage in 
desired markets 

e Improve cost efficiency of operations by consolidating back-office 
services 

e Enhance capital efficiency through product design 


In response to a period of difficult market conditions, SLF U.S. made 
several organizational and product changes to help strengthen its 
operations and its ability to profitably grow the business. As a result 
of these changes, the Company believes SLF U.S. is poised for more 
efficient and profitable growth as the business cycle improves. 
Toward the end of 2003, SLF U.S. launched a plan to create a service 
centre that combines information technology, customer service and 
administrative functions into one unit to support its annuities, 


| Competitive statistics are based on published information at and for the year 
ended December 31, 2008 or the information available for the latest period before 
December 31, 2003 and do not include the impact of mergers and acquisitions closing 
after December 31, 2003. 
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individual insurance and group life and health businesses. This is 
expected to lower unit costs while increasing efficiency and improving 
service. The service centre will be fully operational in three years. 


During 2003, SLF U.S. continued to take steps to optimize its use of 
capital through a combination of reinsurance arrangements, 
streamlining of business structures, re-balancing of the investment 
portfolio and the introduction of new capital efficient products. 


Management's Discussion and Analysis 


Consolidated Financial Results Summary Statement of Operations 

SLF U.S. reported earnings of $303 million, down $71 million or 

19 per cent from 2002. This decrease was primarily due to the impact —_‘“ullons, except as noted) oe oe aS 

of spread compression on fixed annuities and an unfavourable Premiums 608 SPOS rie 

currency impact of $36 million due to the weakening of the U.S. dollar Net Inivesiinenit ieorie ie ails teu 

partially offset by improving credit conditions. The improvements Fee Income en on aoe 

in the equity markets at December 31, 2003 would have allowed the Total Revenue 2ieG> aM Paige 

Company to lower reserves held for guaranteed minimum death een Urea Inet a 

benefits. However, the reserves were not released in order to provide Change in Actuarial Liabilities ee 2828 Sa 

additional protection in the event of a decline in equity markets. Commissions & Other Expenses tee eae oe 

Prior year results include $12 million of income from Clarica U.S., Macoiie Taxes ri ee = 

which was sold in January 2003. Revenue for the year was $9.7 billion, Par Policyholders’ Income (Loss) é (2) : 

down $2.2 billion or 19 per cent from 2002. The decrease was largely Loss (Income) from 

driven by lower annuity sales and an unfavourable currency impact Discontinued Operations a (12) — 

of $1.2 billion arising from the decline of the U.S. dollar relative tothe 2Hareholders’ Net Income as 2 ee 

Canadian currency. Fixed annuity sales declined as product terms Selected Financial Information 

and commission levels were adjusted to offset the impact of spread Return on Equity Tce Es ee 

compression and to protect operating margins. Total AUM (billions) ee0 = ine 
Capital Employed 5,058 7,160 6,186 

Return on shareholders’ equity remained at 7.3 per cent in 2003, Goodwill Lem aut bebe 


unchanged from 2002, as the impact of the benefits from continued 
capital efficiency measures offset the impact of reduced earnings. 
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Sun Life Financial United States — Annuities 


Business Profile 


The Company's Annuities business unit is a nationwide provider of individual annuity products in the U.S. market. The Company offers a variety 
of annuity products supported by broad distribution capabilities, operating efficiencies and investment and risk management expertise. 


Annuities represents an integral part of the Company's growth platform in the U.S. 


2003 Highlights 


e Launched new fixed annuity products and adapted the current asset portfolio to mitigate the risk of spread compression 


e Implemented organizational changes to achieve cost savings 
e Amalgamated Keyport into Sun Life (U.S.) to streamline operations 


The U.S. annuities market continues to be challenging due to the 
persistently low interest rate environment and volatile equity markets. 
In 2003, the Company took actions to mitigate these environmental 
risks by introducing new fixed annuity products and lowering minimum 
interest rate guarantees. Primarily as a result of the measures taken 
to maintain profitability, fixed annuity sales decreased by 35 per cent 
on a U.S. dollar basis, while market ranking in the U.S., based on 
annualized premiums, dropped to #16 from #15 a year ago. 


The Company's goal is to regain its position as a significant player in 
the U.S. annuities marketplace. The Company intends to achieve 
this goal by adding new product features, repricing fixed products, 
increasing the focus on sales of market value adjusted annuities 

and containing costs. To ensure that customer needs are adequately 
addressed, the Company has established a market centre that will 
focus on the customer through competitive analyses and customer 
research. 


Financial Results 

Earnings decreased to $163 million or 39 per cent from 2002. Of this 
decline, $20 million was due to the impact of the strengthening of the 
Canadian currency against the U.S. dollar. The balance of the decline 
was largely attributable to spread compression, partially offset by 
lower bond provisions and lower new business strain in the second 
half of 2003. 


Revenue for the year decreased to $5.6 billion, down 33 per cent from 
2002. This decline was primarily due to lower annuity sales and the 
impact of the weakening U.S. dollar against the Canadian currency, 
which resulted in a reduction of $667 million in revenue. 


Annuity sales for 2003 declined 30 per cent to $5.0 billion compared 
to 2002. Variable annuity sales declined primarily as a result of the 
lack of a living benefit feature for the first half of the year and 
distractions arising from the reorganization of the distribution system 
during the formation of MFS/Sun Life Financial Distributors Inc. 
(MFSLF). A living benefit feature was launched mid-year and new 
product enhancements are planned for early 2004. The formation of 
MFSLF, which will be expanding the number of wholesalers in 2004, 
enhanced the wholesale distribution network dedicated to annuities. 
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Fixed annuity sales declined as a result of management’s decision to 
protect operating margins in a low interest rate environment. Indexed 
annuity sales recovered strongly in the latter half of the year due to 
more favourable product options and an expansion of the distribution 
channels. The strengthening of the Canadian currency against the 
U.S. dollar reduced annuity sales by $604 million. 


At December 31, 2008, assets under management were $52.0 billion, 
down 16 per cent from a year ago. Excluding the impact of a weaker 
U.S. dollar, AUM increased three per cent compared to 2002 primarily 
due to equity market improvements. 


The improvements in the equity markets at December 31, 2003 would 
have allowed the Company to lower reserves held for guaranteed 
minimum death benefits. However, these reserves were not released, 
as allowed by the Canadian actuarial standards, in order to provide 
additional protection in the event of a decline in equity markets. The 
decline in interest rates has increased the value to the customer of the 
minimum interest rate guarantee contained in the fixed annuities and 
has been provided for in the Company’s fixed annuity reserves. 


Summary Statement of Operations 


($ millions, except as noted) 2003 2002 2001 
Premiums 3,503 6,297 S025 
Net Investment Income 1,649 1,446 714 
Fee Income 412 505 433 
Total Revenue 5,564 ' 8,248 4,672 
Client Disbursements & Change 
in Actuarial Liabilities 4,693 7,069 4,146 
Commissions & Other Expenses 645 836 451 
Income Taxes 638 74 11 
Shareholders’ Net Income 163 269 64 
Selected Financial Information 
Gross Sales — Premiums and Deposits 
Variable Annuities 2,750 3,986 4,554 
Fixed Annuities I sials 2,653 353 
Indexed Annuities 729 521 82 
Total 5,044 7,160 4,989 
Total AUM (billions) 52.0 62.1 65.1 


Management's Discussion and Analysis 
Sun Life Financial United States — Individual Life 


Business Profile 

The Company's U.S. Individual Life operations are positioned to attract and service high net worth individuals in the U.S. market. Individual Life 
ranked #2 in terms of policy size in universal life products in 2003. The Company focuses on competitively priced, high-quality products 
including universal life, variable universal life, bank-owned life insurance (BOLI), private placement variable universal life, and corporate-owned 
life insurance (COLI) universal life and variable universal life. The Company's core distribution channels, consisting principally of general agents 
and third-party intermediaries, provide access to its target customers. 


Individual Life represents a core franchise of the Company’s business platform in the U.S. This business unit competes aggressively in the high- 
growth estate protection and wealth transfer segments, and the COLI and BOL! markets. 


2003 Highlights 
e Strong growth in offshore products with sales up 63 per cent 
e Commenced sales of variable universal life products in the State of New York 


Financial Results Summary Statement of Operations 
Individual Life in the U.S. continued to deliver stable performance 


in 2003. Earnings were $106 million compared to $118 million in 2002, &millons) ae ae se 
Excluding the impact of the weakening U.S. dollar against the Premiums 2) es eee 
Canadian dollar, earnings would have been up slightly from 2002. Net Investment Income eke 701 po? 
Fee Income 22 19 ital 
Revenue for the year grew to $2.9 billion, up 10 per cent, reflecting Total Revenue eee Zi063 2,206 
strong sales momentum in offshore products and U.S. issued universal Client Disbursements & Change 
life products. This increase was unfavourably affected by a weaker in Actuarial Liabilities ee 2,066 1,705 
U.S. dollar, which caused a reduction of $351 million in revenue. Commissions & Other Expenses -—~s 435 504 
Income Taxes 43 46 ey 
Core product sales were up 26 per cent over 2002 and up 43 per cent Par Policyholders’ Income (Loss) : (2) = 
ona U.S. dollar basis. The increase reflected the Company's efforts Shareholders’ Net Income Ws iis 106 
to grow its U.S. issued universal life product business and offshore Sales - New Annualized Premiums 
product business, which experienced a sales increase of 63 per cent Core Products aN 190 ies 
over 2002 on a U.S. dollar basis. COL! and BOLI sales were down COL! and BOL! ee 2l/ us 
Premiums and Deposits 2,539 3,404 22 


as cases were delayed due to an unfavourable legislative proposal that 
was subsequently modified. 


Growth in U.S. Individual Life (¢ millions) 


240 106 106 
190 
123 
Core 
Products 
Gross Sales Earnings 


01 2 03 01 02 103 
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Management's Discussion and Analysis 


Sun Life Financial United States — Group Life and Health 


Business Profile 


The Company's U.S. Group Life and Health operations provide customer-focused products and services to meet the group benefit needs of 


primarily small to medium-sized companies. Group Life and Health leverages its strong distribution capabilities to market group life, disability 


and medical stop-loss products throughout the United States. With strong underwriting expertise and distribution capabilities, the Company 


is a competitive provider of group life and disability products for 3.6 million group plan members. The Company's group insurance products are 


marketed and distributed by its sales representatives in 20 regional sales offices in the United States. These representatives maintain close 


relationships with independent brokers and consultants who deal directly with employers. 


2003 Highlights 


e Maintained #3 position in stop-loss market based on in-force business 


¢ Maintained #13 position in group life and disability market based on sales 
e Achieved sales on a U.S. dollar basis up 22 per cent from prior year with double digit increases in all product lines 


¢ Continued to build distribution presence in many markets 


The business unit continued to grow its group life and health 
business in the U.S. in 2003 through its network of highly trained field 
representatives. U.S. Group Life and Health’s distribution and risk 
management have been key to the performance of the group 
insurance business. 


The Company maintained its leadership position in the stop-loss 
insurance market through risk retention, disciplined underwriting 
practices and innovative managed care programs. 


Financial Results 
Earnings were $42 million, a decrease of 14 per cent compared to 


2002. The decrease was primarily driven by the impact of the 
weakening U.S. dollar. On the operational front, improved mortality 
and favourable stop-loss performance were offset by increased 
disability claims. The operating expense-to-insurance premium ratio in 
2003 remained at 13 per cent, unchanged from 2002 as U.S. Group 
Life and Health maintained expenses in line with business growth. 


Revenue for the year decreased to $992 million, down $16 million 
or two per cent. Excluding the impact of a weaker U.S. dollar relative 
to the Canadian currency, revenue increased 10 per cent over the 
previous year, primarily driven by higher sales. 
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Summary Statement of Operations 


($ millions) 2003 2002 2001 
Premiums 920 925 794 
Net Investment Income 69 80 75 
Fee Income 3 3 2 
Total Revenue 992 1,008 871 
Client Disbursements & Change 

in Actuarial Liabilities 696 699 616 
Commissions & Other Expenses 237 2A] 200 
Income Taxes 7, 19 14 
Shareholders’ Net Income te 49 Al 


Growth in U.S. Group Life and Health (¢ millions) 


320 
302 
279 | 
Sales* | Earnings 
01 02 03 


49 


4] 


Ol, ~ 102 


42 


03 


* New annualized premiums. 


Management's Discussion and Analysis 


Sun Life Financial United States — Investment Portfolio and Other 


Business Profile 


The Company’s U.S. Investment Portfolio and Other operations include investment income and expenses not directly attributable to the U.S. core 
business units and the Company’s distribution subsidiaries, Independent Financial Marketing Group, Inc. (IFMG) and MFS/Sun Life Financial 
Distributors, Inc. (MFSLF). In the U.S., IFMG is a leading distributor of insurance and investment products to retail customers through banks. 


2003 Highlights 

e IFMG retained the #1 ranking In sales of third-party annuities through the bank distribution channel 
e Total sales by IFMG remained at 2002 level in highly unfavourable market conditions 

e |FMG signed contract extensions to 2005 and beyond with its three largest banks 

e Formed integrated company, MFSLF, to gain operational efficiencies and broader market penetration 


Financial Results Summary Statement of Operations 

For the year ended December 31, 2003, U.S. Investment Portfolio and 

Other had a loss of $8 million, compared to a loss of $62 million in & muons) 20s ans a 

2002. The favourable change of $54 million was primarily attributable Premiums a f 

to significant bond provisions of $57 million after-tax taken in 2002 Net Investment Income = ae - 

primarily related to the U.S. telecommunication, airline and energy Eee Income te! pee oe 
Total Revenue 180 (42) 62 


sectors, compared to provisions of $3 million in 2003. 
Client Disbursements & Change 


IFMG had sales through its distribution channels of $10.2 billion in in Actuarial Liabilities a 2 3 
2008 despite a low interest rate environment, reflecting its continued COMMIssions & Other Expenses 214 129 85 
expansion through the hiring of experienced sales representatives Income Taxes (26) (101) (37) 
and the addition of key bank relationships. Loss (Income) from 

Discontinued Operations = (12) - 
The MFSLF integrated distribution company was launched in 2003 Semele SINS ul Sse ENE ne ees 


and had sales of $2.4 billion for the year. MFSLF will continue to focus 
on building a cohesive sales force network and developing its 
“customer solution” approach to product sales. 
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Management's Discussion and Analysis 
MEFS Investment Management 


Business Profile 


MFS is a significant U.S. based asset management company, offering investment products and services in the U.S. and in other global markets 
to both retail and institutional investors. MFS offers mutual funds and manages variable annuities, retirement plans and other institutional 
separate accounts. It also provides distribution and transfer agent services for mutual funds and retirement plans. As at December 31, 2003, 
the Company's equity interest in MFS was 93.2 per cent. The remaining 6.8 per cent was owned by MFS’ employees. 


Competitive Position™ 


e A premier global manager with total assets under management of $182.0 billion as at December 31, 2003 
¢ 11" largest retail mutual fund company based on long-term assets under management® of $98 billion 
e 6" largest manager of variable annuities based on assets under management of $31 billion 


Strategy 


e Leverage superior long-term investment performance built on the strength of investment research 
e Broaden business platform to include added focus on institutional and international products 
¢ Solidify position in the wholesale distribution channel with superior products, quality service and value-added sales support 


e Capitalize on efficient operating infrastructure 


2003 Highlights 

¢ Net sales of institutional products increased by 16 per cent on 
a U.S. dollar basis 

e Obtained substantial operational efficiencies from cost 
reduction efforts 


Priorities for 2004 

e Address issues arising from U.S. regulatory investigations into the 
investment management industry 

e Continue expanding global distribution 

e Increase U.S. retail market share 

e Exceed investment performance benchmarks with at least 
75 per cent of assets across all asset categories 


Financial Results 

Equity markets saw a general upward trend during the latter half of 
2003. While the overall average of the S&P 500 was 965 for 2003 
compared to 994 for 2002, the average for the fourth quarter of 2003 
was 1,056, an increase of 19 per cent over fourth quarter 2002 
average of 886. Primarily as a result of the improving equity markets 
in the latter half of the year, AUM increased by 24 per cent ona 

U.S. dollar basis. For 2003, MFS had a loss of $43 million, compared 
to earnings of $174 million for 2002. Excluding an after-tax charge 

of $211 million for the cost of the regulatory settlements related to 
frequent trading, and an unfavourable currency impact of $20 million, 
operating earnings® in 2003 would have increased by eight per cent 
compared to 2002. This solid earnings performance reflected 

MFS’ expense management and diversification of its product platform. 


Competitive statistics are based on published information at and for the year 

ended December 31, 2003 or the information available for the latest period before 
December 31, 2003 and do not include the impact of mergers and acquisitions closing 
after December 31, 2003. 


(2 


Long-term open-end mutual funds, excluding closed-end and money market funds. 


(3 


Operating net income is a non-GAAP measure and has no standardized definition under 
GAAP. This measure is presented to facilitate comparison to prior year earnings and may 
not be comparable to similar measures presented by other issuers. Financial results not 
specifically referred to as “operating” have been determined in accordance with GAAP. 
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Summary Statement of Operations 


($ millions, except as noted) 2003 2002 2001 
Net Investment Income (9) 9 16 
Fee Income 1,693 1,970 2 257 
Total Revenue 1,684 1,979 2,273 
Commissions & Other Expenses eu 1,673 1,856 
Income Taxes 5 109 144 
Non-Controlling Interests in 
Net Income of Subsidiaries (5) 23 42 
Shareholders’ Net Income 
(Loss) — Reported (43) 174 231 
Less Regulatory Settlement 
Provisions (211) = - 
Shareholders’ Net Income 
— Operating 168 174 231 
Selected Financial Information 
Sales (billions) 
Gross 47.9 56.3 67.3 
Net 6.0 Bal 26.4 
Total AUM (billions) 182.0 179.4 220.2 
Average Net Assets (billions) 174.7 192.8 214.7 
Capital Employed 235 | 474 599 


Fee income was down $277 million, or 14 per cent primarily due to 
the weakening of the U.S. dollar against the Canadian currency. 


MFS reduced operating expenses, excluding the aforementioned 
charge, to $810 million from $938 million in 2002. Correspondingly, 
operating expense-to-average net asset ratio decreased to 46 basis 
points from 49 basis points in 2002. 


On the sales front, MFS reported gross sales of $47.9 billion in 2003, 
down five per cent from 2002 on a U.S. dollar basis. Growth in 
institutional and non-U.S. retail sales partially offset declines in U.S. 
mutual funds and variable annuities. On a net basis, MFS recorded 
positive sales of $6.0 billion compared to $5.1 billion in 2002. Excluding 
currency impact, net sales increased by 31 per cent over 2002. 


During 2003, MFS continued to diversify its product portfolio and 
broaden its presence in institutional markets. At the end of 2003, 
institutional and international products represented 35 per cent 

of total assets under management, compared to 29 per cent as at 
December 31, 2002. This strategy enabled MFS to apply its investment 
management capabilities to a wider spectrum of products and 
markets, helping improve earnings stability. 


Institutional Funds Assets 
Under Management* (US$ billions) 


21.0 
12.9 13.0 | 
03 


01 02 


* — Excluding institutional variable annuity assets 


MFS’ proven investment philosophy and research capability continued 
to produce superior investment performance in 2003. |n the Lipper 
survey as at December 31, 2003, 72 per cent of the total number of 
MFS equity and fixed income funds ranked by Lipper achieved either 
the first or second quartile performance for the three-year period. 
Results for five- and 10-year periods were equally impressive, with 

79 per cent and 73 per cent respectively, achieving the top two- 
quartile rankings. 


Management's Discussion and Analysis 


Per Cent of the Number of Equity and Fixed Income Funds 
Ranked in the Top Half (as at December 31, 2003) 


79% 


72% | 73% 


3yrs Syrs 10 yrs 


Total # of Funds 68 57 40 
B 1st Quartile 47% 49% 20% 
HM 2° Quartile 25% 30% 53% 


Based on Lipper Data. 


MFS was ranked #11 among mutual fund companies in the U.S. 
based on long-term open-end mutual fund assets at the end of 2003 
compared to #10 in 2002. The drop in MFS’ ranking reflected the 
merger of two competitors in 2003. As at December 31, 2003, 

MFS had total open-end mutual fund assets of $99.8 billion, of which 
$98.0 billion were long-term mutual funds. 


On February 5, 2004, MFS reached settlements with U.S. federal 

and state regulators related to administrative proceedings against 

it alleging false and misleading information in certain MFS fund 
prospectuses regarding market timing and related issues. Under the 
terms of the settlements, MFS neither admitted nor denied wrongdoing. 
The Company recorded a $211 million after-tax charge in the fourth 
quarter in connection with the SEC and New Hampshire settlements. 
As part of the settlement, MFS agreed with the Attorney General 

of the State of New York to reduce fees on the funds it advises by 
approximately US$25 million annually over the next five years. 


Robert Pozen, a former Vice Chairman of Fidelity Investments 

and John Olin Visiting Professor at Harvard Law School, has been 
appointed Chairman of MFS. Robert J. Manning has been named 
Chief Executive Officer, President and Chief Investment Officer 

of MFS. Mr. Manning, who joined MFS in 1984, is a member of the 
Management Committee and the Board of Directors of MFS and 
served as Chief Fixed Income Officer since 2001. 


In addition to steps MFS had previously adopted to reinforce its 
frequent trading policies and procedures, MFS agreed to undertake a 
number of other governance reforms, including retaining an 
independent compliance consultant, creating an internal compliance 
controls committee, establishing a code of ethics oversight committee, 
and hiring a corporate ombudsman. 
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Management's Discussion and Analysis 


Sun Life Financial Asia 


Business Profile 


SLF Asia provides individual insurance in the Philippines, Hong Kong, India, China and Indonesia, group insurance in the Philippines and India, 


and wealth management products in India and the Philippines. 


Competitive Position’ 
Poised for long-term growth with expansion in key markets. 
e 24 jn individual life insurance by total premiums in the Philippines 


e 24 |argest private insurer and 4th largest private mutual fund company in India through joint venture 


Strategies 


¢ Build SLF Asia into a significant long-term revenue and earnings growth operation 
e Expand in core markets by leveraging the Company's expertise in high return protection products and wealth management products and services 
¢ Support growth by building critical mass, expanding product offerings, broadening distribution channels and strengthening operating infrastructure 


2003 Highlights 

e Individual insurance sales up 174 per cent in India and 79 per cent 
in China in local currencies 

e India life joint venture named best insurance company workplace 
in India 

¢ China joint venture had a successful first full year of operations 
achieving $8 million of sales 


¢ China joint venture obtained approval to begin preparation for life 
insurance operations in Beijing 

e Increased efficiency of the Philippine operations through back 
office consolidation and process improvements 


Priorities for 2004 

e Continue to develop and expand alternative channels including 
bancassurance in core markets 

e Continue to strengthen the agency channel as a foundation 
for growth 

e Expand distribution reach particularly in India and China 

¢ Successfully launch life insurance operations in Beijing market and 
prepare for further China expansion 

e Ensure optimal infrastructure to support growth 


Financial Results 

For the year ended December 31, 2003, SLF Asia reported $37 million 
in earnings, up $13 million or 54 per cent from 2002. This increase 
was primarily due to effective expense management and higher 
investment income, partially offset by an unfavourable impact of 

$7 million due to currency movements. The Company’s Philippine 
operations had another year of solid earnings, contributing $47 million 
relative to $41 million in 2002. The earnings from the Philippine 
operations continued to serve as the principal source of funding for 
the Company’s growth in other Asian markets. 


Revenue decreased to $587 million, down $74 million or 11 per cent 
from 2002, reflecting the unfavourable effect of currency movement 
due to a stronger Canadian dollar and a decrease in the sale of 

single premium products in the Philippines. SLF Asia’s ROE for 2003 
increased to 7.8 per cent from 4.8 per cent in 2002 due to improved 
earnings. Despite the improvement in 2003, the ROE in Asia remained 
in the single digit percentage, reflecting the impact of the Company’s 
continuing investments in the region in pursuit of long-term returns. 


‘) Competitive statistics are based on published information at and for the year 
ended December 31, 2003 or the information available for the latest period before 
December 31, 2003 and do not include the impact of mergers and acquisitions closing 
after December 31, 2003. 
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Summary Statement of Operations 


($ millions, except as noted) 2003 2002 0 
Premiums 421 504 325 
Net Investment Income 162 WES 136 
Fee Income ae | 3 
Total Revenue 587 661 464 
Client Disbursements & Change 
in Actuarial Liabilities 388 450 280 
Commissions & Other Expenses 150 176 159 
Income Taxes 12 ial 5 
Shareholders’ Net Income 37 24 20 
Selected Financial Information 
Return on Equity 7.8% 4.8% 42% 
Sales — New Annualized 
Premiums 
Individual Life* 128 105 68 
Total AUM (billions) 2. Dee 1.9 
Capital Employed 443 519 514 


* Includes 100% of sales for joint ventures. Individual life sales would be $97 million, 
$92 million, and $68 million for 2003, 2002 and 2001, respectively, if joint venture sales 
were included at 50%. 


The Philippines 

In 2003, the Philippine business unit ranked second by total insurance 
premiums in the Philippine market. Competition in the industry 
intensified with new players broadening into non-agency channels, 
while consumer demand remained sluggish due to unfavourable 
economic conditions. The total insurance premiums in the Philippines 
decreased by 16 per cent to $198 million for the year ended 
December 31, 2008, primarily as a result of a decrease in sales of 
single premium products and also the decline of the Philippine peso 
against the Canadian dollar, which had an unfavourable impact of 
$31 million. Growth in sales of pre-need products remained strong, 
with sales increasing 19 per cent over 2002 on a local currency basis. 


Philippines Operations 
Total Insurance Premiums 


(PHP billions) 


On a local currency basis, earnings in the Philippines grew by 

32 per cent in 2003. During 2003, the operation embarked on process 
re-engineering to enhance customer focus and to improve operating 
efficiencies. This will help ensure more sustainable business growth 
in the long term. 


The mutual fund operations in the Philippines continued to perform 
strongly as gross sales increased by 31 per cent in 2003 compared 
to a year ago on a local currency basis. Mutual fund assets under 
management were $100 million as at December 31, 2003 and were 
up 64 per cent on a local currency basis compared to the 2002 level. 


Hong Kong 

After a growth in sales of 94 per cent in 2002, sales declined 15 per 
cent in 2003 on a local currency basis. Sales in the earlier months 

of 2003 were very low, being severely affected by the shift in consumer 
preference away from variable products and by the SARS outbreak. 
Anticipated growth in unit-linked products did not occur because 

of shifts in consumer preference and market volatility. 


The Hong Kong operations responded to the market conditions by 
launching two new retirement products, revamping existing traditional 
products, restructuring the agency channel and continuing to 
strengthen the bancassurance and other channels. Also, there has 
been a considerable focus on improving the back office infrastructure 
and client service operations. These initiatives provide a solid platform 
for further growth moving forward. 


Management's Discussion and Analysis 


201 
| 170 
02 | 
India 
The Company’s India life insurance joint venture, Birla Sun Life 
Insurance Company Limited (Birla Sun Life), continued to experience 
rapid sales growth in 2003, with individual life sales up 156 per cent to 
$55 million for the year. On a local currency basis, individual life sales 
were up 174 per cent. In 2003, its third year of operation, Birla Sun 
Life’s achievements include: 
e Ranked second amongst private insurers in terms of first year 
annualized premiums 
e #1 in alternate channels based on annualized premiums 


e Highest average premium for individual life sales 
e Named the best insurance company workplace in India 


5D 
21 
02 «03 


* Represents 100 per cent of the sales of the Indian joint venture. 


Hong Kong Operations 
New Annualized Premiums 
(HK$ millions) 


Birla Sun Life 
New Annualized Premiums* 


($ millions) 


Birla Sun Life operated 33 branches in 27 cities in India at the end 

of 2003. To capture the high growth potential in the Indian market, 
the joint venture expanded its direct sales force to over 9,000 agents 
in 2003 compared to less than 4,000 a year ago. The joint venture has 
also diversified the sources of production via other channels such as 
bancassurance. 


The Company’s India asset management joint venture, Birla Sun Life 
Asset Management Company Limited, increased its asset base to 
$2.8 billion at the end of 2003 compared to $1.9 billion in 2002. 

The number of investor accounts grew to approximately 499,000 from 
346,000 a year ago. It was the fourth largest private mutual fund 
company in India at the end of 2003. 
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Management's Discussion and Analysis 


China 

The year 2003 marked another important milestone for the Company’s 
China joint venture, Sun Life Everbright Life Insurance Company 
Limited. Following the successful launch of its life insurance operations 
in Tianjin in April 2002, the joint venture received regulatory approval 
to begin preparation for life insurance operations in Beijing. 


Despite the SARS outbreak, the Tianjin operations maintained strong 
sales momentum, with sales increasing to $8 million in 2003, 
representing an increase of 79 per cent relative to 2002™ on a local 
currency basis. The launch of new products, active agency 
management and strong performance in some rural districts provided 
the sales increase. While the joint venture continued to grow its 
primary distribution channel, the agency force, to approximately 
2,500 agents as at the end of 2003 from 1,600 a year ago, it also 
expanded into bancassurance through an alliance with three local 
banks as at December 31, 2003. 


{Since the joint venture commenced operations in April 2002, sales for 2002 represented 
only eight months versus twelve months in 2003. 
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Indonesia 

After a slow first quarter, sales improved progressively with the launch 
of a unit-linked product at the end of 2002, which contributed 
approximately 50 per cent of the sales for 2003. Total sales in 2003 
grew 61 per cent over 2002 on a local currency basis. The strong sales 
increase was mainly driven by the variable unit-linked product and 
improved agent productivity. 


Sun Life Financial United Kingdom 


Business Profile 


SLF U.K. manages a large block of in-force annuity and insurance policies. The Company no longer offers annuity or insurance products to new 


customers and the in-force policies now constitute a run-off block of business. 


Strategies 

e Realize the underlying value of in-force business 

e Maximize return on equity by effective capital management 
e Minimize operational risks and regulatory exposures 


Management's Discussion and Analysis 


2003 Highlights 

e Maintained a high level of ROE at 21.5 per cent 

e Sold the group business 

e Completed migration of individual life and pension policies from 
legacy systems onto one common system 

e Transferred £125 million of capital for redeployment in other 
business areas 


Priorities for 2004 


e Deliver stable net income from the underlying insurance business 


e Continue to reduce administration costs of in-force business 


e Maintain good level of customer service 


e Continue to maximize shareholder value 


Financial Results 

For the year ended December 31, 2003, SLF U.K. contributed $203 
million to the Company's earnings, an increase of seven per cent 
relative to 2002. Earnings from the U.K. individual insurance business 
increased by $36 million or 24 per cent compared to 2002. This 
improvement was largely attributable to a reduction in operating 
expenses, improvements in equity markets and the favourable impact 
of reinsurance arrangements effected in 2003. 


The strong earnings performance continued to underscore the success 
of the Company’s strategic shift, implemented in 2001. In 2003, 

the sale of the U.K. group health business and the renewal rights of 
the group life business, along with the outsourcing of the back office 
operations for the remaining U.K. group life business, further allowed 
the Company to focus on realizing the value of its U.K. in-force annuity 
and insurance business. 


Revenue declined by $385 million or 21 per cent compared to 2002, 
primarily due to the sale of the group business, lower individual 
premiums as the closed block of business runs off and a reduction in 
annuity vestings. ROE for the year was 21.5 per cent, primarily 
reflecting the strong earnings performance and the impact of capital 
transfers to the Company. 


Equity capital employed in the U.K. decreased to $908 million, down 
$112 million compared to 2002. The decrease was largely due to the 
transfer of capital for redeployment in other business areas of the 
Company, as well as a decline in the British pound sterling against the 
Canadian dollar. 


Summary Statement of Operations 


($ millions, except as noted) 2003 2002 2001 
Premiums 724 | 990 967 
Net Investment Income 626 730 934 
Fee Income 93 108 166 
Total Revenue 1,443 1,828 2,067 
Client Disbursements & Change 
in Actuarial Liabilities 1,069 1,426 1,499 
Commissions & Other Expenses 163 230 395 
Income Taxes 8 (18) (7) 
Shareholders’ Net Income 203 190 180 
Selected Financial Information 
Return on Equity 21.5% 21.9% 15.8% 
Total AUM (billions) 17.6 19.8 20. 
Capital Employed 1,207 1,400 1,242 
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Management's Discussion and Analysis 


Corporate Capital 


Business Profile 


Corporate Capital refers to investment income, expenses, capital and other items not allocated to the Company's operating units. This reporting 
unit also includes the Company’s run-off reinsurance line, which is a closed block of mostly accident and health reinsurance business. 


2003 Highlights 

¢ Purchased and cancelled 18 million shares as part of stock 
repurchase program 

e Redeemed $165 million of subordinated debentures 


Priorities for 2004 


¢ Continue to develop, evaluate and execute value-enhancing 


Opportunities 


e Continue to optimize the Company's overall capital structure 


Financial Results 


For the year ended December 31, 2003, Corporate Capital reported 

a loss of $20 million compared to a loss of $277 million in 2002. 

Full year 2003 results improved by $257 million over 2002 results, 
which included a $217 million restructuring charge. The improvements 
in equity markets at December 31, 2003 would have allowed the 
Company to set lower reserves held for guaranteed minimum income 
benefits. However, the reserves were only partially released in order 

to provide additional protection in the event of a future decline in 
equity markets. 


Equity increased to $1.4 billion from the $788 million as at 
December 31, 2002, primarily reflecting the transfer of capital from 
operating units to Corporate Capital during the year, partially reduced 
by amounts for the Company’s share buyback program and 
shareholder dividends paid out in the year. 
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Summary Statement of Operations* 


($ millions) 2003 2002** 2001 
Premiums 127 | 7 88 
Net Investment Income 297 500 444 
Fee Income 16 (4) 1 
Total Revenue 4AO 567 533 
Client Disbursements & Change 
in Actuarial Liabilities (77) 500 134 
Commissions & Other Expenses 555 483 341 
Income Taxes (77) (233) 33 
Non-controlling Interests in 
Net Income of Subsidiaries 59 46 8 
Loss (Income) from 
Discontinued Operations = 48 = 
Shareholders’ Net Income (Loss) (20) (277) 17 
CapitalEmployed  ~=~=~=~«<4917 | <986. D7 


* 


** As restated. 


Excluding consolidation adjustments of activities between segments. 


Risk Management 


Risk Framework 

The basis of risk management within the Company is embedded in 
the enterprise-wide risk management framework, which was 
developed and adopted to enable the Company to effectively manage 
its risks. The framework provides oversight to the risk management 
activities within major operating areas and business units, as it is 
designed to provide discipline and consistency to the practice of risk 
management in all business units. 
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Objectives: The framework specifies the four key objectives of the 
risk management program: (i) avoidance of risks that could materially 
affect the value of the Company; (ii) contribution to sustainable 
earnings; (iii) acceptance of risks that the Company can manage 

in order to increase returns; and (iv) transparent disclosure of the 
Company’s risks. 


Risk Philosophy: The Company is in the business of accepting risks 
for appropriate return. It will take on those risks that meet the 
objectives of the organization. The program design aligns risk 
management with the corporate vision and strategy and embeds it 
within the business management practices of the business units. 


Risk Culture: The risk culture of the Company entails a common 
philosophy and principles about risk, Supported by consistent 
expectations, beliefs, attitudes and behaviours. 


Accountabilities: Accountability provides clear lines of responsibility 
and authority for risk acceptance and risk taking. The Board of Directors 
has appointed a standing committee, the Risk Review Committee, 
composed of independent directors, which is dedicated to the 
oversight of risk management within the Company. The committee’s 
key duties include responsibility for: (i) ensuring that the major areas 
of risk of the business activities of the Company are identified and 
reviewed by management, and (ii) approving, and reviewing 
compliance with, the policies and programs implemented by the 
Company for the management and control of risk. The responsibility 
for the management of risk has been delegated to management who 
report on key risk issues to the committee on a regular basis. 


The foundation of the Company’s risk framework is the risk 
identification, assessment and management program, which utilizes 
common categorization of risk; risk management processes; and risk 
policies to govern the activities of the organization by providing 
standards for measurement and control of the risks to which the 
Company is exposed. 


Management's Discussion and Analysis 


Key Risk Processes 

The Company has a formal risk management program which is 
implemented by management in each business group. The risk 
management program includes a process that applies qualitative and 
quantitative analysis of the risk exposures, with appropriate reporting 
to senior management and the Board of Directors. The results of such 
reporting are utilized to develop a company-wide view of the most 
significant risks, which is developed on an annual basis and reported 
to the Risk Review Committee. 


Market Risk Tolerance and Earnings at Risk 

The Company has established market risk tolerance limits that set out 
the maximum income sensitivity of business groups to changes in 
interest rates, equities and foreign exchange markets. These limits are 
based on the sensitivity of a one-year forward projection of income 
tested by business groups against a set of internally prescribed market 
shocks. Deviations from the applicable limits are reported to the Risk 
Review Committee. 


To complement the above, the Company has also developed an 
Earnings-at-Risk measurement model. The model provides to 
management and the Risk Review Committee an analysis of capital 
market risks at a 95" percentile confidence level of the maximum 
deviation of earnings by major businesses based on a one-year 
forward projection. The Earnings-at-Risk model is also able to project 
a distribution of possible deviations of earnings to further assist in risk 
management activities. 


Sensitivity of Earnings 

The following table sets out the sensitivity of the Company’s earnings 
to changes in the interest rate environment and equity markets based 
on the existing business mix. These amounts are estimated assuming 
limited management actions to mitigate the impact of the changes, 
but do reflect activities undertaken in early 2004 to reduce interest 
rate sensitivities. Interest rate sensitivity has increased from 2002 as a 
result of the sustained low interest rate environment. 


Increase (Decrease) 


($ millions) in Earnings 
Interest Rate Sensitivity 
1% Increase 107 
1% Decrease (100) 


Equity Market Sensitivity? 
10% Increase 171 
10% Decrease (110) 


Represents a 100 basis point parallel shift in assumed interest rates across the entire 
yield curve. 


(2) Represents the percentage change in equity markets. 


Risk Policies 

The Company has adopted consolidated risk management policies to 

provide a consistent approach to measurement, mitigation and control 
and monitoring of risk exposures. Risk policies have been established 
with respect to the major risks facing the Company. 
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Risk Categories 

The risks facing the Company can generally be classified into four 

categories: 

e Market risk: the uncertainty arising from changes in market prices 
or indices and the cost of embedded options and guarantees 
related to equity markets and/or interest rates; 

¢ Credit risk: the uncertainty surrounding the likelihood of default; 

¢ |nsurance risk: the uncertainty due to differences between the actual 
and expected amounts of claims and benefit payments and the cost 
of embedded options and guarantees related to insurance risks; 

¢ Operational risk: the uncertainty arising from events caused by 
failures of people, process and technology as well as external 
dependencies. 


Operational 


Risk 


Market Risk 

Asset/Liability Management 

The Company’s asset/liability management maximizes long-term 
economic value within established risk tolerance limits and constraints. 
The Company's insurance liabilities are segmented according to major 
product type with investment guidelines established for each segment. 
Asset mix, asset quality, liquidity and interest rate exposure are 
regularly measured and compared to policy objectives and liability 
requirements for each product segment. 


Interest rate risk is the risk of asset/liability mismatch resulting from 
interest rate volatility. 


To manage interest rate risk, the Company has a matching policy for 
each portfolio of assets and associated liabilities in order to keep 
potential losses within acceptable limits. For interest sensitive 
business lines, such as individual and group annuities, the primary 
approach is to manage the sensitivity of the duration gap between 
assets and liabilities. Duration gap analysis measures the sensitivity of 
a change of the duration gap between assets, liabilities and off- 
balance sheet instruments to interest rate changes. Specifically, the 
Company employs a “key rate duration” technique that examines the 
duration gap of assets and liabilities at discrete points on the yield 
Curve. These gaps are managed within specified tolerance limits. 


Market risk is the uncertainty arising from changes in market prices or 
indices and the cost of embedded options and guarantees related to 
equity markets and/or interest rates. 


To manage market risk, the Company's exposure to these market risks 
is monitored and managed against established risk tolerance limits, 
such as the Earnings-at-Risk monitoring tools noted above. 
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Stock holdings are diversified by industry type and corporate entity. 
Real estate holdings are diversified by location and property type. 
The effects of a large and sustained adverse market movement are 
regularly monitored through Dynamic Capital Adequacy Testing and 
other stress testing techniques. 


Other important factors to consider in assessing the Company's 
exposure to market risk include the use of derivatives and the 
Company's policies regarding liquidity management and foreign 
exchange risk. Additional discussion on the Company’s use of 
derivatives and its policies on liquidity management are disclosed 
in the Financial Position and Liquidity section. Discussion on the 
impact of currency fluctuations and other risk factors can be found 
on pages 21 to 26 in the Company’s 2003 AIF. 


Credit Risk 
Credit Risk Management 
Credit risk is the uncertainty surrounding the likelihood of default. 


To manage credit risk associated with fixed income investments, 

the Company uses detailed credit and underwriting policies, detailed 
diversification requirements, comprehensive due diligence and 
aggregate counter-party exposure limits within fixed income portfolios. 
A numerical credit risk factor is assigned to all fixed income 
investments and an aggregate credit risk factor is developed for 

major operations and the Company in aggregate, which are monitored 
against pre-established limits and reported periodically to the 

Board of Directors. Provisions for impaired assets are charged against 
the carrying value of the asset. Allowances for possible future asset 
defaults are also provided for in the actuarial reserves. 


Reinsurance Ceded Risk Management 
Reinsurance ceded risk is the counterparty risk relating to externally 
reinsuring exposures. 


The Company maintains a reinsurance ceded policy to establish limits 
and to monitor the level of reinsurance ceded to any single reinsurer 
or group of reinsurers. These limits are also consolidated across 
operations to capture total exposure to any single reinsurer. 


Insurance Risk 

Product Design & Pricing Risk 

Product design & pricing risk is the risk arising from inappropriate 
or inadequate product design and pricing including deviations from 
the assumptions used in pricing products as a result of uncertainty 
concerning future investment yields, mortality and morbidity 
experience, expenses, rates of policy termination and taxes. 


To manage product design and pricing risk the Company sets 
standards and guidelines that address product design and pricing 
methods, pricing assumptions, profit margin objectives, required 
scenario analysis, documentation, internal peer review and pricing 
approval processes. The product design and pricing risk management 
process also includes completion of an annual compliance 
assessment by all business units and the internal audit of business 
unit pricing on a rotating basis. 


Mortality and Morbidity Risk Management 

Mortality and morbidity risk is the risk of incurring higher than 
anticipated mortality and morbidity claim losses on any one policy or 
group of policies. 


To manage mortality and morbidity risk, the Company follows detailed 
uniform underwriting procedures to determine the insurability of 
applicants and to manage exposure to large claims. Underwriting 
requirement limits are regularly scrutinized against industry standards. 


Group insurance policies are underwritten prior to the issue of the 
policy and again at each renewal. The Company’s group insurance 
underwriting is driven by risk selection, plan design and rating 
techniques. 


The risk policies approved by the Board of Directors include limits on 
the maximum amount of insurance that may be issued and the 
maximum amount that may be retained. These limits vary by 
geographic region. Amounts in excess of these limits are reinsured. 


Operational Risk 

Operational Risk Management 

Operational risk is the uncertainty arising from events caused by 
failures of people, processes or technology as well as external 
dependencies. 


To manage operational risk, the Company has worldwide policies and 
guidelines as well as specific policies and guidelines for each business 
in which it operates. 


Critical Accounting Estimates 


The Company’s significant accounting policies, including actuarial 
policies, are described in detail in Notes 1, 2, 8, 9 and 11 tothe 
Company’s Consolidated Financial Statements. These policies require 
management to make judgements involving assumptions and 
estimates, some of which may relate to matters that are inherently 
uncertain. The estimates described below are considered particularly 
critical to understanding the Company’s financial performance. 

As part of the Company’s financial control and reporting, judgements 
involving assumptions and estimates are reviewed internally and by 
independent advisors on a regular basis. Accounting policies requiring 
estimates are applied consistently in the determination of the 
Company’s financial results. 


Benefits to Policyholders 

The Company’s benefit payment obligations over the life of its annuity 
and insurance products are determined by internal valuation models 
and are recorded in its financial statements, primarily in the form of 
actuarial liabilities. The determination of the value of these obligations 
is fundamental to the Company's financial results and it requires 
management to make certain assumptions about, among other factors, 
mortality and morbidity rates, policy terminations, equity market 
performance, interest rates, asset default, inflation and expenses over 
the life of its products. 


Management's Discussion and Analysis 


The Company has established a formal risk identification program in 
which management for each business group identifies the current key 
risks that may impact upon the business. Exposures to these risks are 
assessed on a qualitative and quantitative basis. Risk control programs 
are documented and action plans are established for mitigating the 
exposure. Utilizing the input from the Business Groups, the Company 
also identifies the key risks that may materially impact the corporation 
as a whole. These risks are monitored regularly by senior management 
and reported to the Risk Review Committee on an annual basis. 


The Company maintains a comprehensive insurance program that 
provides protection against potential losses. This program includes 
appropriate levels of self-insurance. The Company’s environmental risk 
management program is designed to protect investment assets from 
losses due to environmental problems and to ensure compliance with 
applicable laws. The environmental risks arise primarily from the 
Company’s real estate, mortgages and structured finance portfolios. 
The senior investment officer in each Business Group is responsible 
for ensuring that the local environmental policy is appropriate for local 
operating conditions. 


An expanded description of the Company’s risk factors can be found 
on pages 21 to 26 of the Company’s 2003 AIF. 


In calculating actuarial liabilities and other policy liabilities, assumptions 
must be made about the timing and amount of many events, 
including death, accident or sickness disability, investment, inflation, 
policy termination, expenses, taxes, premiums, commissions and 
policyholder dividends. The general approaches to the setting of the 
assumptions used by the Company are described later in this section. 


The Company uses best estimate assumptions for expected future 
experience. Uncertainty is inherent in the process, as no one can 
accurately predict the future. Some assumptions relate to events that 
are anticipated to occur many years in the future and are likely to 
require subsequent revision. Additional provisions are included in the 
actuarial liabilities to provide for possible adverse deviations from the 
best estimates. If the assumption is more susceptible to change or if the 
actuary is less certain about the underlying best estimate assumption, a 
correspondingly larger provision is included in the actuarial liabilities. 


In determining these provisions, the Company ensures: 

e When taken one at a time, each provision is reasonable with 
respect to the underlying best estimate assumption, and the extent 
of uncertainty present in making that assumption. 

e |n total, the cumulative effect of all provisions is reasonable with 
respect to the total actuarial liabilities. 
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With the passage of time and resulting reduction In estimation risk, 

the provisions are released into income. In recognition of the long-term 
nature of policy liabilities, the margin for possible deviations generally 
increases for contingencies further in the future. The best estimate 
assumptions and margins for adverse deviations are reviewed annually 
and revisions are made where deemed necessary and prudent. 


Mortality 

Mortality refers to the rate at which death occurs for a defined group 
of people. Insurance mortality assumptions are generally based on the 
Company’s average five-year experience. For annuities, Company 
experience is combined with industry experience, since the Company’s 
own experience is insufficient to be statistically reliable. Assumed 
future mortality rates on annuities are adjusted to reflect expected 
improvements in mortality. Assumed mortality rates for life insurance 
contracts do not reflect any future improvement that might occur. 


For products where higher mortality would be financially adverse to 
the Company, a one per cent increase in the best estimate assumption 
would decrease the net income by $84 million. For products where 
lower mortality would be financially adverse to the Company, a 

one per cent reduction in the mortality assumption would decrease 
the net income by $30 million. 


Morbidity 

Morbidity refers to the rate of accident or sickness, and recovery 
therefrom, for a defined group of people. Most of the Company’s 
disability insurance is marketed on a group basis. In Canada, 

the Company offers critical illness policies on an individual basis and 
long-term care both on a group and individual basis. Medical stop-loss 
insurance is offered on a group basis in the United States. In Canada, 
group morbidity assumptions are based on the Company’s five-year 
average experience, modified to reflect the trend in recovery rates. 

For long-term care and critical illness insurance, assumptions are 
developed in collaboration with our reinsurers and are largely based 
on their experience. In the United States, Company experience is used 
for both medical stop-loss and disability assumptions, with some 
consideration for industry experience. Larger provisions for adverse 
deviation are used for those benefits where Company or industry 
experience is limited. For products where the morbidity is a significant 
assumption, a one per cent change in that assumption would reduce 
the net income by $17 million. 


Policy Termination Rates 

Policyholders may allow their policies to terminate prior to the end 

of the contractual coverage period by choosing not to continue to pay 
premiums or by exercising one of the non-forfeiture options in the 
contract. Assumptions for termination experience on life insurance 
are generally based on the Company’s average five-year experience. 
Termination rates vary by plan, age at issue, method of premium 
payment and policy duration. For universal life contracts, it is also 
necessary to set assumptions about premium cessation occurring prior 
to termination of the policy. Studies prepared by industry or actuarial 
bodies are used for certain products where the Company’s experience 
is too limited to be statistically valid. 
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For individual life insurance products where fewer terminations would 
be financially adverse to the Company, net income would be decreased 
by $56 million if the termination rate assumption was reduced by 

10 per cent starting in policy year six (five per cent for participating 
policies and policies with adjustable premiums). For products where 
more terminations would be financially adverse to the Company, net 
income would be decreased by $61 million if an extra one per cent of 
the in-force policies were assumed to terminate each year beginning 
in policy year six (0.5 per cent for participating policies and policies 
with adjustable premiums). 


Equity Markets and Segregated Fund Guarantees 

The Company has a large volume of accumulation annuities primarily 
in the United States subject to equity market movements. The 
Company also reinsures the guarantees offered on accumulation 
annuities issued by other insurance companies in the United States, 
although the Company no longer accepts new business on these 
reinsurance treaties. The Company monitors its experience for these 
guarantees on a monthly basis, and has hedged a large percentage 

of its exposure with long-dated put options against the S&P 500. 
Effective January 1, 2004, the rules for accounting for hedge 
instruments have changed. Taking account of this, and in recognition 
of the fact that equity markets, in particular the S&P 500, have risen 
Significantly in the past few months, the Company decided to revise its 
hedging strategy going forward to more effectively manage the impact 
of equity market changes over a broader range of the S&P 500 index. 
In addition, the improvement in equity markets at December 31, 2003 
would have allowed the Company to set lower reserves held for 
guaranteed minimum death benefit and guaranteed minimum income 
benefit. However, the reserves were not released in order to provide 
additional protection in the event of a future decline in equity markets. 


The Company has a block of unit-linked products in the United 
Kingdom which offer guaranteed annuity purchase price options. 
While not segregated fund guarantees, the exposure to the annuity 
options is dependent on the equity market movements. 


The Company has a large volume of accumulation annuities primarily 
in the United States subject to equity market movements. The Company 
monitors its experience for the accumulation annuities sold in the 
United States on a monthly basis, and has hedged a large percentage 
of its exposure with long-dated put options against the S&P 500. The 
sensitivity of the actuarial liability for the various guarantees offered 
under these products to changes in the equity market is significant 
for those blocks of business. For example, an immediate 10 per cent 
drop in equity markets as at December 31, 2003 would decrease 

the net income for segregated fund guarantees by $77 million. 

The impact of this change on net income is included in the equity 
market sensitivities reported in the table on page 51. 


Interest Rates 

Interest rate risk is the potential for financial loss arising from changes 
in interest rates. For example, the Company is exposed to this risk 
when the cash flows from assets and the policy obligations they support 
are significantly mismatched. This mismatch may result in the need to 
either sell assets to meet policy payments and expenses, or to re-invest 
excess asset cash flows under unfavourable interest environments. 


To manage this risk, a matching policy is established for each portfolio 
of assets and related liabilities. Asset/liability management programs 
are in place to implement this policy. The primary approach used 

is duration gap analysis, which measures the sensitivity of assets and 
liabilities to interest rate changes across the entire yield curve. Key 
rate duration analysis is used to examine the duration gap of assets 
and liabilities at discrete intervals on the yield curve. These gaps are 
managed within specified tolerance limits. 


Interest rate sensitivity is provided for in the actuarial liabilities for 
all policies, with adequate provisions to absorb moderate changes in 
interest rates. 


For certain product types, including participating insurance and 
certain forms of universal life policies and annuities, the effect of 
changes in the interest rate environment will be largely passed through 
to policyholders as changes to the amount of dividends declared 

or to the rate of interest credited. These changes occur routinely as 
interest rates change, and reflect the normal operation of these 
policies according to their contractual terms. 


An immediate one per cent parallel increase in interest rates at 
December 31, 2003 across the entire yield curve, assuming the 
Company did not take any investment actions other than those taken 
in early 2004, would result in an estimated increase in net income 

of $107 million. Conversely, an immediate one per cent parallel 
decrease in interest rates, assuming no investment actions other than 
those taken in early 2004, would result in an estimated decrease 

in net income of $100 million. Included in the impact in earnings Is the 
impact on the change in actuarial reserves. 


Asset Default 

In addition to the allowances for losses on invested assets outlined in 
Note 8 of the Company’s 2003 Consolidated Financial Statements, 

the actuarial liabilities included an amount of $2.0 billion determined 
on a pre-tax basis to provide for possible future asset defaults and loss 
of asset value. This provision results from a reduction in the expected 
future investment yield or a reduction in the value of equity assets 
recognized in the computation of actuarial liabilities. The reduction 
varies depending on the creditworthiness of the class of asset. 


Operating Expenses and Inflation 

Actuarial liabilities provide for future policy-related expenses. These 
include the costs of premium collection, claims adjudication and 
processing, actuarial calculations, preparation and mailing of policy 
statements and related indirect expenses and overhead. Expense 
assumptions are mainly based upon recent Company experience 
using an internal expense allocation methodology. The increases 
assumed in future expenses are consistent with the inflation rate used 
in the scenario testing under the standards established by the 
Canadian Institute of Actuaries. The sensitivity of actuarial liabilities to 
a 10 per cent increase in unit expenses Company-wide would result in 
a decrease in net income of $238 million. 


Market Value of Investments 

As described in Note 1 to the Company’s 2003 Consolidated Financial 
Statements, stocks, including certain other equity type investments, 
and real estate are originally recorded at cost and the carrying value is 
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adjusted toward fair value each quarter at rates of five per cent and 
three per cent, respectively. Fair values of stocks and certain other 
equity investments are disclosed in Note 8(a) of the Company’s 
Consolidated Financial Statements and are based on quoted market 
prices or references to market values for similar investments. For 

real estate, market values are determined by qualified appraisers. 
Appraisals are obtained annually for high value properties and at least 
once every three years for other properties. 


Certain equity derivatives are accounted for on the same basis as stocks, 
while other equity index futures, swaps, forwards and options are reported 
at their fair values on the balance sheet with increases and decreases 
in their value reported in net investment income. For more details, 
refer to Note 1 to the Company's 2003 Consolidated Financial Statements. 


Fair values of interest rate swap and foreign exchange contracts are 
determined by discounting expected future cash flows using market 
interest and exchange rates for similar instruments. Fair values of 
options, financial futures and common stock index swaps are based on 
quoted market prices or the value of the underlying securities or indices. 


Market values are subject to fluctuations as economic and business 
conditions change. Where a readily observable market value is not 
available, management judgement is required in determining market 
values. As at December 31, 2003, the market value of stocks, including 
certain other equity type investments, and real estate comprised 
approximately eight per cent of invested assets. 


Allowance for Investment Losses 

The Company had total general fund invested assets of $97.2 billion as 
at December 31, 2003, the majority of which was invested in medium- 
to long-term, high quality fixed income instruments. The Company 
maintains a prudent policy in setting the allowance for investment 
losses. Comprehensive reviews are performed on the Company's 
invested assets on a regular basis. Management considers various 
factors to identify invested assets of potential concern. Consideration 
is given to general economic and business conditions, industry trends, 
specific developments with regard to security issuers and current 
market values where available. When an asset is classified as impaired, 
allowances for losses are established to adjust the carrying value 

of the asset to its estimated recoverable amount. The determination 

of the estimated recoverable amount is based on estimates of net 
realizable value. The use of different methodologies and assumptions 
may have a material effect on the estimates of net realizable value. 
Sectoral allowances are also established for classes of assets when 
there is concern about the ultimate collection of principal or interest 
because of a general deterioration of a particular business sector. 
These allowances represent management's best estimate, based 

on market conditions, of probable losses within a portfolio that have not 
yet been specifically identified. Provisions for losses on investments, 
which increase the allowances, are charged against net investment 
income. Write-offs, net of any recoveries, reduce the allowances. 


As at December 31, 2003, the Company’s total impaired assets 
amounted to $457 million, which were net of specific allowances 
of $242 million. The corresponding market value of these impaired 
assets was approximately $456 million as at December 31, 2003. 
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Goodwill and Other Intangibles 

Goodwill represents the excess of the cost of businesses acquired over 
the fair value of the net identifiable tangible and intangible assets. 

The Company had a carrying value of $6.0 billion in goodwill as at 
December 31, 2003, consisting primarily of $3.7 billion arising from the 
Clarica acquisition and $1.6 billion arising from the Keyport acquisition. 


Identifiable intangible assets consist of finite-life and indefinite-life 
intangible assets. As at December 31, 20038, the Company’s finite-life 
intangible assets had a carrying value of $601 million, reflecting 


Accounting Policies 


Changes in Accounting Policies in 2003 

In 2003, the Company adopted certain new accounting standards 
and policies that are detailed in Note 2 to the Company’s 2003 
Consolidated Financial Statements. None of these changes are 
considered material to the determination of the Company's financial 
position or results. 


Future Adoption 

The Company intends to adopt the following recently issued 
accounting standards in future years. The standards are summarized 
below and detailed in Note 2 to the Company's 2003 Consolidated 
Financial Statements. 


Hedging Relationships 

The Company will adopt Hedging Relationships, CICA Handbook 
Accounting Guideline 13, on January 1, 2004. This Guideline requires 
that all conditions with respect to identification, documentation, 
designation and effectiveness of hedges be met before hedge 
accounting can be adopted and applies to all hedges existing on or 
after January 1, 2004. Certain of the derivatives that are still 
considered to be part of a hedging relationship, including the options 
that hedge the guaranteed minimum death benefit products, will not 
qualify for hedge accounting under the new requirements in 
Accounting Guideline 13. As a result, these derivatives will be carried 
at their fair values effective January 1, 2004. The resulting transitional 
gain will be deferred and recognized into income in the same period 
as the original hedged items. Subsequent increases or decreases 

in the fair values of these derivatives will be reported in net investment 
income in the consolidated statements of operations. 


Consolidation of Variable Interest Entities 

The Company will adopt Consolidation of Variable Interest Entities, 
CICA Handbook Accounting Guideline 15 on January 1, 2005. This 
Guideline provides guidance for application of consolidation principles 
to those entities defined as variable interest entities (VIEs) in which 
equity investors do not have the characteristics of a “controlling 
financial interest” or do not have sufficient equity at risk for the entity 
to finance its activities without additional subordinated financial 
support from other parties. The Guideline requires that all entities be 
designated as either voting interest entities or variable interest entities. 
VIES are subject to consolidation by the Primary Beneficiary which is 
defined as the party who has exposure to the majority of a VIE’s 
expected losses and/or expected residual returns. 
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primarily the value of the banking distribution channel, the sales 
potential of its field force, and asset administration contracts. 

The Company's indefinite-life intangible assets had a carrying value 
of $906 million, reflecting fund management contracts, brand names 
and state licenses. 


The goodwill and indefinite-life intangible assets are tested for 
impairment on an annual basis, based on the fair values of the 
reporting units and the intangible assets. 


The CICA is monitoring the developments of the Financial Accounting 
Standards Board (FASB) relating to recently issued revised 

FASB Interpretation No. 46, Consolidation of Variable Interest Entities, 
the U.S. GAAP equivalent of Accounting Guideline 15, since the 
intention is to harmonize the Accounting Guideline with U.S. GAAP. 
The Company will continue to review the status of VIEs as this 
harmonization occurs. 


Financial Instruments Disclosure and Presentation 

The Company will adopt the amendments to the accounting 
requirements in CICA Handbook Section 3860, Financial Instruments — 
Disclosure and Presentation on January 1, 2005. Securities issued by 
the Company that give the Company an unrestricted obligation to 
settle the principal amount in cash or in the equivalent value of its own 
shares, must be classified as debt. 


In the third quarter 2003 interim financial statements, the Company 
indicated that it would adopt these amendments on January 1, 2004. 
Subsequent to the issue of those financial statements, the CICA 
announced the postponement of the effective date of implementation 
to January 1, 2005. As a result, the Company will not be adopting 

the new accounting requirements until January 1, 2005, and therefore 
will no longer be required to reclassify the Sun Life ExchangEable 
Capital Securities issued by Sun Life Capital Trust (the Trust) from 
non-controlling interests in subsidiaries to other liabilities, as it is 
expected that the Trust will be deconsolidated upon adoption of the 
Consolidation of Variable Interest Entities, Accounting Guideline 15, on 
the same date. 


Impairment of Long-Lived Assets 

The Company will adopt Impairment of Long-Lived Assets, CICA 
Handbook Section 3063, on January 1, 2004. Under this standard an 
impairment loss is recognized when the carrying amount of an asset to 
be held and used exceeds the sum of the undiscounted cash flows 
expected from its use and eventual disposition. The Company does 
not expect this standard to have a material effect on the consolidated 
financial statements. 


Investments 


The Company holds a diverse set of portfolios for its asset management, 
mutual fund and variable annuity operations, as well as for the 
Company’s general funds. The Company maintains prudent, uniform 
investment policies with specific guidelines appropriate for each of its 
business groups. For its general funds, the Company focuses on 
maintaining high-quality, well-diversified portfolios that are appropriate 
for its general fund obligations. The investment of the Company’s 
general funds is described below. 


Investment Policies 

The primary aim of the Company's investment strategy for its general 
fund assets is to ensure that all investments are properly structured 
relative to the maturities of their liabilities and that adequate liquidity 
is maintained at all times. The Risk Review Committee of the Board of 
Directors regularly reviews and approves investment policies that set 
prudent standards and procedures for the investment of the Company's 
assets. These policies include limits for interest rate, credit, equity 
market, real estate market, liquidity, concentration, currency and 
derivative risks. Compliance with these policies is monitored and 
reported upon by the Company’s Corporate Office on a regular basis. 
In addition, management is required to advise the Board of Directors 
annually, in writing, whether there has been adherence to these 
policies. 


Investment Profile 

The Company had total consolidated general fund invested assets 

of $97.2 billion at December 31, 2003, compared to $110.5 billion 

at December 31, 2002. The decrease was primarily due to the 
strengthening of the Canadian dollar, which reduced assets by 
$10.6 billion, and the sale of Clarica U.S. in January 2003, which had 
invested assets of $5.1 billion at December 31, 2002. 


The investment portfolio is broadly diversified and carefully managed 
with respect to the nature of the Company’s underlying policy 
obligations. The Company invests the majority of its general funds in 
medium- to long-term fixed income instruments such as bonds and 
mortgages. The Company’s portfolio composition is very conservative, 
with approximately 90 per cent of the general funds in cash and fixed 
income investments as at December 31, 2003. Real estate comprised 
three per cent of the general funds, of which approximately 67 per cent 
related to the participating policyholders’ account. Common stock 
comprised approximately four per cent of the general funds, of which 
approximately 73 per cent was related to the participating 
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policyholders’ account. The Company’s shareholders’ net income 
generally is not affected by the performance of investments held in the 
participating policyholders’ account. 


Bonds 

The Company's bond portfolio represented 68 per cent of invested 
assets at December 31, 2003, compared to 66 per cent at the end 

of the previous year. The Company's bond portfolio is actively 
managed through a regular program of purchases and sales directed 
at optimizing yield, quality and liquidity, while ensuring that the asset 
portfolio remains matched to liability requirements. At December 31, 
2003, the bond portfolio had a carrying value of $66.1 billion and a 
market value of $70.1 billion compared with $73.4 billion and 

$77.5 billion at the end of 2002. The decrease in bond investments 
was primarily attributable to the strengthening of the Canadian dollar, 
which had the effect of reducing bonds by $8.2 billion, and the sale 
of Clarica U.S. in January 2003 which had bonds of $3.9 billion at 
December 31, 2002. 


Bonds by Investment Grade 


AAA — 28% 

AA- 12% 
A-29% 

BBB - 27% 

BB and lower — 4% 


At December 31, 2003 and 2002 the Company held $15.1 billion and 
$17.4 billion, respectively, of non-public bonds, which constituted 
23 per cent and 24 per cent, respectively, of the Company’s overall 
bond portfolio. Of such amounts, non-public bonds rated “A” or 
higher represented 54 per cent and 52 per cent, respectively, of total 
non-public bonds, and non-public bonds rated “BBB” or higher 


Investments 
($ millions) 2003 2002 2001 

Carrying Value % of Total | Carrying Value % of Total Carrying Value % of Total 
Bonds 66,090 68 73,367 66 48,077 65 
Mortgages 13,601 14 15,799 14 8,622 12 
Stocks 3,473 4 4,221 4 4,882 i, 
Real Estate 3,067 3g 3,223 3 2,316 3 
Cash and Equivalent Investments 4,972 5 7,152 dt 4,809 7. 
Policy Loans and Other Invested Assets 5,973 6 6,726 6 4,558 6 
Total Carrying Value 97,176 100 110,488 100 73,264 100 
Total Market Value 102,252 114,993 74,763 
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represented 91 per cent and 89 per cent, respectively, of total non- 
public bonds at such dates. The decrease in non-public bond 
holdings was primarily due to the impact of the strengthening of the 
Canadian dollar and the sale of Clarica U.S. in January 2003. 


The Company’s bond portfolio is also diversified by country. As at 
December 31, 2003, 39 per cent of the total bond portfolio was 
invested in Canada, 44 per cent in the U.S. and 11 per cent in the 
U.K., based on the jurisdiction of the incorporation of issuers. 


Mortgages 

The Company’s mortgage portfolio represented 14 per cent of invested 
assets at December 31, 2003, unchanged from the end of 2002. 

The Company’s mortgage portfolio totalled approximately $13.6 billion 
compared to $15.8 billion at the end of 2002. The decrease in mortgage 
investments was primarily attributable to the disposition of Clarica 
U.S., the impact of the strengthening of the Canadian dollar and the 
securitization of mortgages during 2003 in the United States. As at 
December 31, 2003, 72 per cent of the total mortgage portfolio was 
invested in Canada, 26 per cent in the U.S., and two per cent in the U.K. 


The Company's mortgage portfolio is almost entirely first mortgages. 

While the Company generally requires a maximum loan to value ratio 
of 75 per cent, it may invest in mortgages with a higher loan to value 
ratio in Canada if the mortgage is insured. 


As at December 31, 2003, commercial mortgages accounted for 

70 per cent and residential mortgages accounted for 30 per cent 

of the Company’s total mortgage portfolio. Approximately 48 per cent 
of mortgage loans mature by December 31, 2008. As part of its 
ongoing investment activities, the Company seeks to renew a 
significant proportion of those mortgages that meet the Company’s 
investment criteria. 


The Company also originates and manages mortgage-backed 
investments for institutional clients. This fee-based business allows the 
Company to leverage its extensive commercial mortgage underwriting 
expertise and enhance its asset management strength. In 2003, 

the Company offered $623 million of commercial mortgage-backed 
securities in the U.S. The Company had $1.9 billion in managed 
mortgage assets as at December 31, 2003, compared to $1.8 billion 

at the end of 2002. 


Stocks 

The Company's equity portfolio represented four per cent of invested 
assets at December 31, 2003, unchanged from the end of 2002. 

At December 31, 2003, the Company’s stock portfolio had a carrying 
value of $3.5 billion compared with $4.2 billion at the end of 2002. 
The decrease was primarily due to the sale of equities in the U.K. and 
the impact of the strengthening of the Canadian dollar during 2003. 
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The market value of its stock portfolio remained at $3.1 billion at the 
end of 2003, unchanged from the end of 2002 as the decrease in 
carrying value and the unfavourable currency impact due to the 
strengthening of the Canadian dollar against foreign currencies were 
offset by higher equity valuations. The Company's equity investments 
held in the participating policyholders’ account accounted for 73 per 
cent of the Company's total stock holding as at December 31, 2003. 


The Company’s equity portfolio is diversified by country. At 

December 31, 2003, $802 million or 23 per cent of the Company’s 
equity portfolio related to Canadian issuers, $1.0 billion or 29 per cent 
to U.S. issuers, $1.5 billion or 43 per cent to U.K. issuers, and $152 
million or five per cent to issuers from other jurisdictions. The portfolio 
is also well diversified by industry classification and specific issuer. 


Real Estate 

The Company’s real estate portfolio represented three per cent of 
invested assets at December 31, 2003, unchanged from the end of 
2002. At December 31, 2003, 61 per cent of the portfolio was located 
in Canada, 27 per cent in the United States and 12 per cent in the 
United Kingdom. The Company’s real estate portfolio had a carrying 
value of approximately $3.1 billion and a market value of approximately 
$3.3 billion at December 31, 2003, compared with $3.2 billion and 
$3.4 billion, respectively, at the end of 2002. 


Commercial office properties are the major component of the real 
estate portfolio, representing approximately 50 per cent of real estate 
investments at December 31, 2003. 


The Company actively manages its real estate portfolio, focusing on 
acquisitions and dispositions, leasing and the management of 
properties. The Company is also engaged in the real estate advisory 
business and management of third-party properties. 


Impaired Assets 

Total impaired assets, net of total specific and sectoral allowances, 
amounted to $333 million at December 31, 2003, compared to 

$457 million as at December 31, 2002. The decrease of $124 million 
reflects the disposal of certain impaired holdings, the impact of the 
additional allowances taken during the year, and the strengthening of 
the Canadian dollar, which was offset primarily by the addition of 
impaired bonds in the U.S. securitization sector. The Company’s net 
impaired ratio, defined as net impaired assets to total invested assets, 
decreased to 0.34 per cent from 0.41 per cent at the end of 2002. 


The Company had allowances of $366 million against gross impaired 
assets of $699 million as at December 31, 2003. Impaired assets 

are primarily bonds related to the U.S. securitization, utilities and 
transportation sectors. 


In addition, the Company had $2.0 billion for possible future asset 
defaults included in its actuarial liabilities as at December 31, 2003, 
compared with $1.9 billion in 2002. The increase is primarily 
attributable to changes in methodology, largely offset by the sale 

of Clarica U.S. and the strengthening of the Canadian dollar against 
other currencies. 


The Company takes provisions for impaired bonds and mortgages. 

In 2003, the Company took provisions of $113 million, net of recoveries, 
on invested assets compared to net provisions of $365 million in 2002. 
The 2003 provisions were primarily related to investments in the airline 
and securitization sectors in both the United States and Canada. 

The 2002 provisions were primarily related to bond investments in the 
communications, airlines and energy sectors in the United States. 


Deferred Net Realized Gains 

Deferred net realized gains represent net gains on the sale of invested 
assets that have not yet been recognized in income. In accordance 
with Canadian generally accepted accounting methods for insurance 
companies, net realized gains on the sales of bonds and mortgages 
are deferred and amortized into future investment income on a 
constant yield basis over the remaining period to maturity. Net realized 
gains on the sale of stocks and real estate are deferred and amortized 
into future investment income at the quarterly rate of five per cent and 
three per cent, respectively, of the unamortized balance. 


The Company had $3.1 billion in deferred net realized gains as at 
December 31, 2003, of which $2.3 billion represented net gains on 
invested assets backing actuarial liabilities and $0.8 billion represented 
net gains on invested assets backing capital. Gains on bonds and 
stocks collectively represented 95 per cent of total deferred net realized 
gains as at December 31, 2003. 


Net Unrealized Gains 

Net unrealized gains represent the difference between market value 
and carrying value of investments, which are not recorded on the 
Company’s balance sheet other than with respect to stocks and real 
estate. Carrying values for stocks and real estate are determined 

on a moving average market method of accounting whereby a portion 
of unrealized gains or losses is included in the carrying value of 
investments. The related changes in unrealized gains and losses are 
credited to or charged against income. 


The Company had $5.1 billion in net unrealized gains as at 

December 31, 2003 compared to $4.5 billion as at December 31, 2002. 
The increased unrealized gains were primarily related to the 
Company’s stock portfolio. 
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Hedging Activities 
The Company has entered into several derivative arrangements to 
hedge specific exposures. 


As described on page 54, the Company hedged its exposure to 
annuity guarantees with long-dated put options against the S&P 500. 
Under the current accounting rules, these options were carried at their 
intrinsic value on the balance sheet with changes in this value being 
included in the increase in actuarial reserves, offsetting the change in 
actuarial liabilities from equity market fluctuation of these products. 

In 2008, there was no impact on earnings from this hedging 
arrangement. Under the new accounting rules effective January 1, 
2004, this arrangement will not qualify as a hedge and therefore the 
options will be carried at fair value with the resulting transitional gain 
deferred and amortized over the remaining term of the options. While 
the revised hedging strategy allows the Company to manage the impact 
of changes in equity markets over a broader range of the S&P 500 
index, the Company's earnings will be subject to more volatility because 
the derivatives will be carried at fair value. To address this change 

in the accounting rules and changes in equity market conditions, 

the Company revised its future hedging strategy through the use of a 
basket of put options to more effectively manage the impact of equity 
market changes over a broader range of the S&P 500 index. 


Cross currency swaps are used to reduce the impact of currency 
fluctuations on certain investment financing activities. The accounting 
for these contracts is consistent with the underlying investment. 
Changes in exchange gains and losses on cross Currency swaps 
hedging the investment financing activities are included in other 
liabilities and the currency translation account in equity, offsetting the 
respective exchange gains and losses arising from the conversion 

of the investment financing activities. The net interest income or 
expense on these swaps is recorded as investment income with the 
offset to other assets or other liabilities. The net impact of this 
arrangement on earnings was not material in 2003 and is not expected 
to have a material impact on future earnings. 


Total return swaps are used to reduce the impact of changes in the 
fair value of the Company’s restricted share units. The total return 
swaps are adjusted to fair value over the vesting period of the restricted 
share units with changes in the fair value recorded in operating 
expenses to offset the changes in the fair value of the restricted share 
units. In 2008, the impact on earnings of this relationship was 
immaterial. Effective 2004, this arrangement will not qualify as a hedge 
under the new accounting rules and the derivative will therefore 

be recorded at fair value on the balance sheet. This change is not 
expected to have a material impact on the Company’s earnings. 
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Financial Position and Liquidity 


The Company maintains a strong financial position and adequate 
liquidity to ensure it can meet its obligations. 


Principal Sources of Funds 

The primary source of funds for the Company is cash provided by 
operating activities, including premiums, investment management 
fees and net investment income. These funds are used primarily to 
pay policy benefits, dividends to policyholders, claims, commissions, 
operating expenses and interest. Cash flows generated from operating 
activities are generally invested to support future payment requirements, 
including the payment of dividends to shareholders. The Company 
may also raise funds from time to time through borrowing and 

the issue of securities to finance growth, acquisitions or other needs. 


Net cash, cash equivalents and short-term securities declined by 

$2.2 billion in 2003 primarily because of lower net cash from operating 
activities of $1.2 billion and lower net cash provided by financing 
activities of $1.5 billion. Net cash generated from operating activities 
was lower than 2002 largely as a result of lower premiums and higher 
surrenders, in particular, in U.S. annuities. Net cash provided by 


financing activities was lower in 2003 primarily reflecting the impact 

of share repurchases of $527 million and an increase of $119 million 
in dividend payments. In addition, financing activities in 2002 included 
inflows of $799 million and $200 million, respectively, from the 
issuance of subordinated debentures and Sun Life ExchangEable 
Capital Securities (SLEECS). 


At December 31, 2003, the Company maintained cash, cash 
equivalents and short-term securities totalling $5.0 billion. Short-term 
securities in 2003 included $0.8 billion, up from $0.6 billion in 2002, 
relating to certain derivative strategies and $0.9 billion, down 

from $1.2 billion in 2002, held in conjunction with bond repurchase 
agreements. In addition to providing for near-term funding 
commitments, cash, cash equivalents and short-term securities 
include amounts which support short-term liabilities. 


The Company had a $323 million line of credit from a financial 
institution of which $284 million was unused. This line of credit has a 
term of two years. 


Cash Flow 

($ millions) 2003 2002 2001 
Net Cash Provided by Operating Activities 3,245 4,453 1,957 
Net Cash Provided by (Used in) Financing Activities (1,204) 292 908 
Net Cash Provided by (Used in) Investing Activities (2,564) (3,216) (2,953) 
Changes due to Fluctuations in Exchange Rates (455) 44 168 
Increase (Decrease) in Cash and Cash Equivalents (978) L573 80 
Cash and Cash Equivalents, beginning of period 4,156 2,583 2,503 
Cash and Cash Equivalents, end of period 3,178 4,156 2,583 
Short-term Securities, end of period 1,794 2,996 2,226 
Cash, Cash Equivalents and Short-term Securities, end of period 4,972 Palsy? 4,809 


()) Includes net cash provided by discontinued operations. 


Liquidity 

The Company's primary liquidity requirement is to meet operating 
cash outflow obligations such as the payment of claims and expenses 
and debt servicing, and to ensure its ability to pay shareholder 
dividends. The Company generally maintains a conservative liquidity 
position that exceeds on a consolidated basis all the liabilities payable 
on demand. To further strengthen its liquidity, the Company actively 
manages and monitors its capital levels, the asset/liability matching 
position, the diversification and credit quality of its investments, and 
its cash forecasts and actual amounts against established targets. In 
addition, the Company maintains standby credit facilities with a variety 
of banks. The agreements relating to the Company's debt, letters of 
credit, and lines of credit contain covenants of the nature normally 
found in these types of agreements relating to solvency, credit ratings 
and other such matters. The Company is in material compliance with 
these covenants. 


The Company is subject to various regulations in the jurisdictions in 
which it operates. The ability of the Company’s operating subsidiaries 
to pay dividends and transfer funds within the Company is regulated 
in certain jurisdictions. Transfers of funds across certain jurisdictions 
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or among the Company's subsidiaries require local regulatory 
approvals and the satisfaction of certain conditions. Through effective 
cash management and capital planning, the Company ensures that 
its subsidiary operations, as a whole and on a stand-alone basis, are 
properly funded and maintain adequate liquidity to meet obligations, 
both individually and in aggregate. 


Based on the Company's historic cash flows and current strong 
financial performance, management believes that the cash flow from 
the Company's operating activities will continue to provide sufficient 
liquidity for the Company to satisfy debt service obligations and to pay 
other expenses. 


Capital Structure 

The Company's capital consists of equity, preferred shares, SLEECS 
which qualify as Tier 1 capital for regulatory capital purposes, 
cumulative capital securities and subordinated debt. Shareholders’ 
equity decreased to $13.9 billion, down $924 million from the 2002 
level. The decrease was primarily due to the currency translation 
impact of $1.4 billion resulting from the strengthening of the Canadian 
currency against the U.S. dollar and the British pound Sterling, share 


repurchases of $527 million, as well as shareholder dividends of 
$413 million. The decrease was partially offset by the earnings during 
the year. 


The number of Sun Life Financial Inc. common shares outstanding 
decreased to 600 million as at December 31, 2003, compared to 

618 million as at December 31, 2002. The decrease was primarily due 
to the Company’s share repurchase program, which repurchased 
approximately 18 million common shares in 2003. 


The Company has also granted stock options to certain employees 
and directors that may be exercised at the closing price of the 
common shares on the trading day preceding the grant date. During 
2003 the Company stopped granting stock options to directors and 
therefore no stock options have been granted to directors since 2002. 


As at January 31, 2004, there were 599,970,665 common shares and 
15,052,890 stock options outstanding. 


Sun Life Assurance Company of Canada, the principal operating 
subsidiary of the Company, had preferred shares outstanding of 
$155 million as at December 31, 2003. These shares were originally 
issued by Clarica Life Insurance Company. 


Through a subsidiary of Sun Life Financial Inc., Sun Life Capital Trust, 
the Company has $950 million of Series A SLEECS and $200 million of 
Series B SLEECS outstanding. In certain limited circumstances, these 
securities can be converted into 40 Sun Life Assurance Company 

of Canada preferred shares per thousand dollars face amount. 

These preferred shares are exchangeable into Sun Life Financial Inc. 
common shares at a price equal to 95 per cent of the trading price at 
the time of exchange. The number of common shares ultimately 
issuable upon the conversion of the SLEECS depends on the prevailing 
market price of the common shares at the time of exchange and is 
thus not determinable until the conversion date. 


The Company’s long-term debt decreased with the redemption of 
$165 million of its 6°/s per cent subordinated notes. At December 31, 
2003, the Company had cumulative capital securities of $774 million, 
which were issued in U.S. dollars with no scheduled maturity date, 
$1.5 billion of subordinated debentures issued in Canadian dollars 
with maturities between 2013 and 2028, and subordinated notes 

of $228 million issued in U.S. dollars with maturities between 2007 
and 2015. 


Including the SLEECS and preferred shares as part of debt, the 
Company’s debt-to-total capital ratio decreased to 21 per cent as at 
December 31, 2003 from 22 per cent at December 31, 2002. 


Shareholder Dividends 

Sun Life Financial Inc. increased its quarterly shareholder dividend to 
$0.17 per share, up 21 per cent from $0.14 per share in 2002. Total 
shareholder dividends for 2003 were $0.68 per share, representing 

a payout ratio of approximately 27 per cent. On January 29, 2004, 

the Board of Directors approved an additional 24 per cent increase to 
$0.84 per share. Sun Life Financial Inc.’s dividend policy is reviewed 
periodically by the Board of Directors, and is dependent upon the 
Company’s earnings, financial condition and capital requirements. 
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Capital Adequacy 

The Company has policies in place that ensure that adequate capital 
levels are maintained in the countries in which it has operations. 

In Canada, the Company has been subject to the Minimum 
Continuing Capital and Surplus Requirements (MCCSR) established 
by the Office of the Superintendent of Financial Institutions (OSF1). 

In September 2003, OSFI indicated that it is developing a capital 
regime for non-operating insurance holding companies. The 
guidelines are anticipated to be issued in the first quarter of 2004 and 
are expected to recommend that the MCCSR test no longer be applied 
at the consolidated insurance holding company level to assess 
solvency. In lieu of this measure, OSFI is expected to use leverage and 
servicing ratios to measure capital adequacy. Sun Life Financial Inc. 
has maintained strong debt-to-capital ratios and believes that it is well 
positioned to meet the new guidelines. Sun Life Financial Inc. also 
maintains a strong capital position that is well in excess of the MCCSR 
requirements that currently apply to it. 


Total Debt-to-Capital Ratio* 


25.8% 


22.1% 5) 4% 


* — Total debt includes SLEECS and preferred shares. 


It is anticipated that Sun Life Assurance Company of Canada will 
continue to be subject to MCCSR requirements. MCCSR is the ratio of 
available capital to required capital of a life insurance company. 
Under the guidelines of OSFI, insurance companies are generally 
expected to maintain a minimum MCCSR ratio of 150 per cent. Sun 
Life Assurance Company of Canada’s MCCSR ratio was well in excess 
of these guidelines as at December 31, 2003. The increase in MCCSR 
ratios was primarily driven by the positive effect of improving equity 
market conditions on capital required and the sale of Clarica U.S. 


MCCSR Ratio* 
238% 


03 


* Represents Sun Life Assurance Company of Canada’s MCCSR ratio. The 2001 ratio has 
been restated to reflect the impact of the amalgamation of Sun Life Assurance Company 
of Canada and Clarica on December 31, 2002. 


222% 


184% 
Ol 02 
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Off-Balance Sheet Arrangements 

The Company and its subsidiaries, in the normal course of business, 

are engaged in a variety of financial arrangements. The principal 

purposes of these arrangements are: 

(i) to earn management fees and additional spread on a matched 
book of business; 

(ii) to hedge and match the Company's liabilities, and reduce risks 
associated with currency, interest rate and stock market fluctuations; 

(iii) to reduce financing costs. 


While most of these activities are reflected on the Company’s balance 
sheet with respect to assets and liabilities, certain of them are either 
not recorded or are recorded on the Company's balance sheet in 
amounts that differ from the full contract or notional amounts. The 
types of off-balance sheet activities the Company undertakes primarily 
include: 

© asset securitization 

e security lending 

e financial derivatives 

e financial reinsurance 


Asset Securitization 

The Company's asset securitization program primarily comprises 
mortgage-backed securities and collateralized bond obligations. The 
purpose of these structures is to leverage the Company's investment 
expertise to source and manage assets for third-party customers for 
which the Company is paid origination or management fees. 


The Company generally uses special purpose entities (SPE) to Carry 
out these activities. SPEs may be organized as trusts, partnerships or 
corporations. In an asset securitization, the Company transfers assets 
to an SPE in exchange for cash. The SPE obtains the cash needed 

to pay for the assets it receives by issuing securities to investors. 

As part of the SPE arrangement, the Company may subscribe to a 
subordinated investment in the securities issued by the SPE. The 
Company is generally retained to manage the asset in the SPE ona 
fee-for-service basis. All of the asset securitization transactions 
undertaken by the Company are structured on a non-recourse basis 
under which the Company has no exposure to the default risks 
associated with the assets in the SPE, other than through any retained 
interest held by the Company, which is not expected to be material. 


The Company's asset securitization program, excluding MFS’ 
securitization activities, is summarized in the following table. 


($ millions) 2003 2002 


As at December 31 
Balance of Securitized Assets 3,075 
The Company’s Retained Interests 165 136 
For the year ended December 31 
Cash Flow Received on Retained 


Interests and Servicing Fees 26 19 
Sales Proceeds from New Securitizations 
Including Gains Before Taxes 693 525 
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During 2003, the Company sold commercial mortgages with a carrying 
value of $623 million to a U.S. trust that subsequently issued securities 
backed by the commercial mortgages. In 2002, the Company sold 
commercial mortgages with a carrying value of $497 million to a U.S. 
trust which subsequently issued securities backed by the commercial 
mortgages. The Company was retained by both trusts to service and 
administer the mortgages. It also retained a subordinated investment 
in both issued securities. These transactions resulted in pre-tax 

gains of approximately $70 million and approximately $28 million, 
respectively. These gains are being amortized into income over time. 


The Company, through MFS, manages collateralized debt obligations. 
The Company’s exposure in these collateralized debt obligations 

is limited to its equity investment and the management fee income 
earned. The net carrying value of the Company’s equity investment 
at December 31, 2003 was $4 million and the expected annual 
management fees are approximately $3 million. 


Securities Lending 

The Company maintains a securities lending program through which 
certain securities from its investment portfolio are loaned to other 
institutions for short periods. The purpose of this program is to 
generate additional fee income. The Company conducts its program 
only with well-established, reputable banking institutions that Carry 

a minimum rating of “AA”. Collateral that exceeds the market value of 
the loaned securities is deposited by the borrower with a lending 
agent, usually a securities custodian, and retained by the lending 
agent until the underlying security has been returned to the Company. 
The market value of the loaned securities is monitored ona daily basis 
with additional collateral obtained or refunded as the market values 
fluctuate. It is Company practice to obtain a guarantee from the lending 
agent against counterparty default, including collateral deficiency, 

in securities lending transactions. 


The Company’s securities lending program is summarized in the 
following table. 


($ millions) 2003 100, 
As at December 31 

Balance of Securities Loaned 568 1,675 

Value of Collateral 642 1,884 
For the year ended December 31 

Fee Income Received 3 4 


The Company’s loaned securities, which are included in invested 

assets, had a carrying value and market value as at December Sil, 
2003 of approximately $568 million and $609 million, respectively. 
As at December 31, 2002, the Company's loaned securities had a 
carrying value and market value of approximately $1.7 billion and 

$1.8 billion, respectively. 


Financial Derivatives 

The Company uses derivative instruments for hedging and risk 
management purposes or in replication strategies to reproduce 
permissible investments. The Company does not engage in the 
speculative use of derivatives. The permissible derivative instruments 
include swaps, financial futures, options and forward contracts 

to manage risks or to replicate the exposures associated with interest 
rate, currency and equity market fluctuations. 


The Company generally enters into derivative transactions with 
counterparties with an “AA” rating or better. Where a counterparty’s 
rating is downgraded below this level, the Company has credit support 
arrangements in place which require additional collateral at lower 
thresholds. 


The Company uses financial models and techniques to ensure the 
continuing effectiveness of its hedging strategies. The Company 
monitors the gaps in market sensitivities between liabilities and the 
supporting assets. The gap is managed within defined tolerance limits 
by the use of derivative instruments. From time to time, there may 

be little availability of assets having the appropriate characteristics to 
maintain the gaps within predetermined risk tolerances. Generally, 

a derivative transaction will be pursued if the asset purchase or sale is 
not considered as financially beneficial compared to an alternative 
transaction using permissible derivative instruments. 


Changes in the fair value of derivatives entered into for hedging 
purposes almost completely offset either changes in the fair value of 
an on-balance sheet item or changes in the amount of future cash 
flows. The details of accounting policies in respect of derivatives are 
described in Note 1 of the Consolidated Financial Statements. 


The Company’s derivative instruments are summarized in the 
following table. 


($ millions) 2008 2002 
As at December 31 
Total Notional Amount 26,163 24,858 
Net Fair Value 715 130 
Risk-Weighted Credit 
Equivalent Amount 68 48 


Derivative transactions are measured in terms of notional amounts 
which serve as the basis for calculating payments and are generally 
not actual amounts that are exchanged. The net fair value represents 
the unrealized gains, net of unrealized losses, of all derivative financial 
instruments. The risk-weighted credit equivalent amount is a measure 
of credit risk, weighted according to the nature of the derivative 

and the creditworthiness of the counter-parties. The risk-weighted 
credit equivalent amount is determined in accordance with guidelines 
provided by OSFI. Additional details regarding the Company’s 
derivatives, including investment income derived from both on- and 
off-balance sheet derivatives, can be found in Notes 8 and 9 of the 
Company’s Consolidated Financial Statements. Information on the 
Company’s derivatives reported on a U.S. GAAP basis can be found in 
Note 23 of the Company’s Consolidated Financial Statements. 
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Financial Reinsurance 

The Company engages in financial reinsurance to generate fee income. 
Financial reinsurance treaties are structured primarily to provide 
regulatory capital relief for U.S. insurance companies. Such relief 
results in the ceding company holding a lower reserve amount than 
would otherwise be required under accounting requirements of the 
National Association of Insurance Commissioners in the United States. 


The Company’s financial reinsurance transactions are structured 
so that the risk of a loss in any one year is minimal. These reinsurance 
transactions are usually structured for a term of five years or less. 


The Company’s financial reinsurance program is summarized in the 
following table. 


($ millions) 2008 2002 
As at December 31 [ 

Business In-Force Equivalent 395 458 

Risk-Weighted Amount* 1 1 
For the year ended December 31 

Fee Income Received 5 5 


+ 


Represents the risk equivalent amount weighted according to the nature of the risk profile 
of each financial reinsurance treaty. 


Business in-force equivalent is measured as the amount of capital 
relief that is provided by financial reinsurance. The risk-weighted 
amount is a measure of the underlying risk associated with financial 
reinsurance treaties. It represents the economic capital required to 
Support these treaties. 
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Management's Discussion and Analysis 


Contractual Obligations 


Payments Due by Period 


($ millions) Total Within 1 Year 1-3 Years 4-5 Years Over 5 Years 
Long-Term Debt 3,654 - = 35 3,619 
Operating Leases 610 120 280 46 164 
Credit-Related Arrangements 
Contractual Commitments 1,700 ilsilsy7/ 543 = = 
Letters of Credit 514 514 ~ - = 
Total Contractual Obligations 6,478 1,791 823 81 3,783 


Commitments, Guarantees, Contingencies 

and Reinsurance Matters 

In the normal course of business, the Company enters into leasing 
agreements, outsourcing arrangements, and agreements involving 
indemnities to third parties. The Company is also engaged in 
arbitration proceedings in the U.S. and U.K. with certain companies 
that have contracts to provide reinsurance to the Company. 

Details regarding the Company's commitments, guarantees and 
contingencies are summarized in Note 21 of the Company's 
Consolidated Financial Statements. 


Lease Commitments 

The Company leases offices and certain equipment. These are 
operating leases with rents charged to operations in the year to which 
they relate. Total future rental payments for the remainder of these 
leases were $610 million as at December 31, 2003. 


Contractual Commitments 

In the normal course of business, the Company provides credit 
instruments to its customers to facilitate their financial needs. These 
various contractual commitments are not reflected in the Consolidated 
Financial Statements. At December 31, 2003, there were outstanding 
contractual commitments of $1.7 billion. The majority of these 
commitments are to extend credit under commercial and residential 
mortgage loans. 


Letters of Credit 

The Company issues letters of credit in the normal course of business. 
At December 31, 2003, letters of credit in the amount of $514 million 
have been issued. 


Additional Information 


Additional information relating to the Company can be found in the 
Company's Consolidated Financial Statements and accompanying 
notes for year ended December 31, 2003, the Company’s 2008 AIF and 
other documents filed with applicable securities regulators in Canada 
and may be accessed at www.sedar.com and have also been filed 
with the Securities and Exchange Commission in the United States. 
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Outsourcing Agreements 

The Company enters into long-term outsourcing contracts from time to 
time to allow the Company to focus on its core business and enhance 
customer services. The following are the material long-term 
outsourcing contracts. 


In March 2002, the Company entered into a five-year outsourcing 
contract with Marlborough Stirling Group, a U.K. based services 
provider, to outsource the administration of its closed block of U.K. 
individual annuity and insurance business, consisting of around 
800,000 policies. The contract has subsequently been extended by 
two years through to 2009. The value of the main contract is estimated 
at approximately $315 million over its term. The future payments to 
Marlborough Stirling are estimated to be approximately $33 million in 
2004 and $122 million for the remaining term of this contract after 
2004. The outsourcing arrangement has reduced the Company’s 
operating costs and risks, enhanced its strategic flexibility in the U.K. 
market, and represents another step in the implementation of the 
Company's strategic initiative to rationalize its U.K. operation. 


In August 2002, the Company entered into an outsourcing contract 
with IBM Canada Limited (IBM), under which IBM provides a wide 
range of technology services to the Company over a seven-year period. 
The value of this contract is estimated to be approximately 

$250 million over its life. Beginning in 2004, this agreement was 
broadened in scope to include e-messaging and mainframe services. 
The future payments to IBM, based on currently anticipated usage 
levels are estimated to be approximately $37 million a year for the 
remaining term of this contract. 


Financial Reporting Responsibilities 


Management is responsible for preparing the consolidated financial 
statements. This responsibility includes selecting appropriate 
accounting policies and making estimates and other judgements 
consistent with Canadian generally accepted accounting principles 
including the requirements of the Office of the Superintendent of 
Financial Institutions Canada. It also includes ensuring the use 

of appropriate accounting policies and estimates in the disclosure of 
the information which was prepared following accounting principles 
generally accepted in the United States of America. The financial 
information presented elsewhere in the annual report to shareholders 
is consistent with these statements. 


The Board of Directors (Board) oversees management's responsibilities 
for financial reporting. An Audit Committee of non-management 
directors is appointed by the Board to review the financial statements 
and report to the directors prior to their approval of the financial 
statements for issuance to shareholders. 


Management is also responsible for maintaining systems of internal 
control that provide reasonable assurance that financial information 
is reliable, that all financial transactions are properly authorized, that 
assets are safeguarded, and that Sun Life Financial Inc. and its 
subsidiaries, collectively referred to as “the Company”, adhere to 
legislative and regulatory requirements. These systems include the 
communication of policies and the Company’s Code of Business 
Conduct throughout the organization. Internal controls are reviewed 
and evaluated by the Company's internal auditors. 


The Audit Committee also conducts such review and inquiry 

of management and the internal and external auditors as it deems 
necessary towards establishing that the Company is employing 
appropriate systems of internal control, is adhering to legislative and 
regulatory requirements and is applying the Company’s Code 

of Business Conduct. Both the internal and external auditors and 
the Appointed Actuary have full and unrestricted access to the 
Audit Committee, with and without the presence of management. 


Financial Reporting Responsibilities 


The Office of the Superintendent of Financial Institutions Canada 
conducts periodic examinations of the Company. These examinations 
are designed to evaluate compliance with provisions of the Insurance 
Companies Act of Canada and to ensure that the interests of 
policyholders, depositors and the public are safeguarded. The 
Company’s foreign operations and foreign subsidiaries are examined 
by regulators in their local jurisdictions. 


The Appointed Actuary, who is a member of management, is 
appointed by the Board to discharge the various actuarial 
responsibilities required under the Insurance Companies Act of 
Canada, and conducts the valuation of the Company’s actuarial 
liabilities. The role of the Appointed Actuary is described in more 
detail in Note 11 on page 93. The report of the Appointed Actuary 
appears on page 116. 


The Company’s external auditors, Deloitte & Touche LLP, Chartered 
Accountants, conduct an independent examination of the financial 
statements and meet separately with both management and the Audit 
Committee to discuss the results of their examination. The auditors’ 
report to the shareholders appears on page 116. 


Donald A Krernt 


Donald A. Stewart 
Chief Executive Officer 


Sdeshie 


Paul W. Derksen 
Executive Vice-President and Chief Financial Officer 


Toronto, February 12, 2004 
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Consolidated Financial Statements 


Consolidated Statements of Operations 


Years ended December 31 (in millions of Canadian dollars, except for per share amounts) 2003 2002 2001 
Revenue 

Premium income: 

Annuities S Ago |S oO hy ZN ele 

Life insurance 6,325 5,403 3,759 
Health insurance 2,413 2,070 1,482 
13,543 14,875 9,437 

Net investment income (Note 8) 5,703 Sylsil 4,162 
Fee income 2,810 3,095 3,216 
22,056 23,101 16,815 

Policy Benefits and Expenses 

Payments to policyholders, beneficiaries and depositors: 

Maturities and surrenders 6,050 5,476 2,610 
Annuity payments 1,567 1,486 952 
Death and disability benefits 2,488 2,067 1,196 
Health benefits 1,696 evs} 1,162 
Policyholder dividends and interest on claims and deposits | Oil 1,086 960 

12,812 11,688 6,880 

Net transfers to segregated funds 544 1,329 2,606 

Increase in actuarial liabilities (Note 11) 1,624 3,822 1,697 

Commissions 1,848 1,909 1,600 

Operating expenses (Note 19) 3,088 2,779 2,496 

Premium taxes al 168 1S} 

Interest expense (Notes 13 and 14) 209 192 168 

20,296 21,887 15,560 
Operating Income before Income Taxes and Non-Controlling Interests 1,760 1,214 1255 

Income taxes (Note 20) 387 98 306 

Non-controlling interests in net income of subsidiaries (Note 15) 65 83 68 
Net Income from Continuing Operations 1,308 1,033 881 

Loss from discontinued operations, net of income taxes (Note 5) - 36 ~ 
Total Net Income 1,308 997 881 

Less: 

Participating policyholders’ net income (loss) (1) (1) (1) 
Shareholders’ Net Income SW si@s) |) & 998 $ 882 
Average exchange rates: 

U.S. Dollars 1.4018 1.5701 1.148 
U.K. Pounds 2.2874 2.3567 2.228 
Basic earnings per share from continuing operations (Note 17) $ Bitsy |) & 191 §$ 2.08 
Basic earnings per share (Note 17) GS Bis | & eas 208 
Diluted earnings per share from continuing operations (Note 17) $ Daisy || & 190 $ 2.07 
Diluted earnings per share (Note 17) Bailey | 5 sey ks BOW, 


The attached notes form part of these consolidated financial statements. 
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Consolidated Balance Sheets 


Consolidated Financial Statements 


As at December 31 (in millions of Canadian dollars) 2003 2002* 

Assets 
Bonds (Note 8) $ 66,090 | $ 73,367 
Mortgages (Note 8) 13,601 15,799 
Stocks (Note 8) 3,473 4,221 
Real estate (Note 8) 3,067 Byees 
Cash, cash equivalents and short-term securities 4,972 Hele 
Policy loans and other invested assets 5,973 | 6,726 
Invested assets 97,176 110,488 
Goodwill (Note 10) 5,573 5,969 
Other assets (Note 10) 6,460 6,995 
Total general fund assets $ 109,209 | $ 123,452 
Segregated funds net assets $ 54,086 | $ 52,755 

Liabilities and Equity 
Actuarial liabilities and other policy liabilities (Note 11) $ 77,354 | $ 89,912 
Amounts on deposit 3,120 3,262 
Deferred net realized gains (Note 8) 3,124 3,456 
Other liabilities (Note 12) 7,795 72035 
Total general fund liabilities 91,393 104,265 
Subordinated debt (Note 14) 2,504 2,922 
Non-controlling interests in subsidiaries (Note 15) 1,336 1,356 
Total equity 13,976 14,909 


Total general fund liabilities and equity $ 109,209 | $ 123,452 


Segregated funds contract liabilities 
December 31 exchange rates: 


* As restated (Note 3). 
The attached notes form part of these consolidated financial statements. 


Approved on behalf of the Board of Directors 


Donald A Keeowt 


Donald A. Stewart 
Chief Executive Officer 


J Dbene 


Ronald W. Osborne 
Director 


$ 54,086 


Zo 
2.30 


$2 52,755 


1.58 
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Consolidated Financia! Statements 


Consolidated Statements of Equity 


Participating 
Years ended December 31 (in millions of Canadian dollars) Policyholders Shareholders 2003 2002 2001 
Share Capital ay 
Balance, beginning of year $ - $ 7,420 HEAZO || Ss alpalfore) 795 
Common shares issued, net of issuance costs, 
as consideration for business acquisitions (Notes 3 and 16) - 63 63 6,281 = 
New common shares issued for cash (Note 16) - - - - 330 
Stock options exercised (Note 18) - 28 28 39 - 
Commissions and offering costs, net of taxes - - - - (23) 
Common shares purchased for cancellation (Note 16) - (222) (222) ~ (2) 
Balance, end of year = 7,289 7,289 7,420 1,100 
Contributed Surplus 
Balance, beginning of year ~ 57 57 - ~ 
Stock option compensation (Note 18) - 26 26 2 = 
Stock options exercised (Note 18) - (7) (7) (12) ~ 
Fair value of stock options granted as consideration 
for business acquistion (Note 3) — - - 48 - 
Balance, end of year ~ 76 76 57 = 
Retained Earnings 
Balance, beginning of year 73 6,621 6,694 5,994 5,350 
Balance of participating policyholders’ account of 
Clarica Life Insurance Company at date of acquisition - = = (3) = 
Net income (loss) (1) 1,309 1,308 997 881 
Dividends on common shares - (413) (413) (294) (204) 
Common shares purchased for cancellation (Note 16) — (305) (305) - (33) 
Balance, end of year 72 Wee 7,284 6,694 5,994 
Currency Translation Account 
Balance, beginning of year 3 735 738 631 372 
Changes for the year (8) (1,403) (CUA), 107 259 
Balance, end of year (5) (668) (673) 738 631 
Total equity $ 67 $ 13,909 $ 13,976 | $ 14,909 7,725 


The attached notes form part of these consolidated financial statements. 


68 — Sun Life Financial Inc. / Annual Report 2003 


Consolidated Statements of Cash Flows 


Consolidated Financial Statements 


Years ended December 31 (in millions of Canadian dollars) 2003 2002* 2001* 
Cash Flows Provided by (Used in) Operating Activities 
Net income from continuing operations 1 808el Ss. 64.6383" 7S 881 
Items not affecting cash: 
Increase in actuarial and other policy related liabilities 1,430 3,795 1,191 
Amortization of: 
Net deferred realized and unrealized gains on investments (356) (242) (449) 
Goodwill, deferred acquisition costs and intangible assets 258 e338 328 
Gain on sale of subsidiaries - (177) (195) 
Future income taxes 91 (87) 47 
Provisions for losses on investments is 366 4 
Stock option compensation (Note 18) 26 ei - 
Other changes in other assets and liabilities 181 (613) 341 
New mutual fund business acquisition costs capitalized (152) (194) (296) 
Redemption fees of mutual funds We iS 105 
Net cash provided by operating activities 2,972 4,350 1,957 
Cash Flows Provided by (Used in) Financing Activities 
Borrowed funds (96) (103) (104) 
Issuance of subordinated debt (Note 14) = 799 ~ 
Redemption of subordinated debt (Note 14) (189) (337) = 
Payments to underwriters = ~ (29) 
Issuance of common shares = - 330 
Issuance of common shares on exercise of stock options (Note 16) 2) 27 - 
Issuance of Sun Life ExchangEable Capital Securities — Series A and B (Note 15) = 200 950 
Common shares purchased for cancellation (Note 16) (527) - (35) 
Dividends paid on common shares (413) (294) (204) 
Net cash provided by (used in) financing activities (1,204) 292 908 
Cash Flows Provided by (Used in) Investing Activities 
Sales, maturities and repayments of: 
Bonds 39,138 30,556 13,427 
Mortgages 3,128 Beye! 1,487 
Stocks 1,416 4,285 3,241 
Real estate 131 432 240 
Purchases of: 
Bonds (43,323) (38,300) (13,833) 
Mortgages (2,673) (2,904) (2,001) 
Stocks (1,267) (2,818) (3,278) 
Real estate (191) (227) (118) 
Policy loans (68) (151) (88) 
Short-term securities 1,095 (317) (249) 
Other investments 316 (39) (319) 
Acquisitions, net of cash acquired from continuing operations (Note 3) (266) 2,749 (1,825) 
Disposals, net of cash disposed of (Note 5) = (10) 363 
Net cash used in investing activities (2,564) (3,216) (2,953) 
Net cash provided by discontinued operations 273 103 ~ 
Changes due to fluctuations in exchange rates (455) 44 168 
Increase (decrease) in cash and cash equivalents (978) I Syés 80 
Cash and cash equivalents, beginning of year 4,156 2,583 2,503 
Cash and cash equivalents, end of year 3,178 4,156 2,583 
Short-term securities, end of year 1,794 2,996 2226 
Cash, cash equivalents and short-term securities, end of year $ 4972 | $ 7,152 $ 4,809 
Supplementary Information 
Cash and cash equivalents: 
Cash $ 489 | $ 328 $ 396 
Cash equivalents 2,689 3,828 2,187 
, SS l/Salon Aloo one woes 
Cash disbursements made for: 
Interest on borrowed funds and subordinated debt $ 207 | $ 201 §$ 167 
Income taxes, net of refunds $ 149 | $ 229 $ 269 


* As restated. 
The attached notes form part of these consolidated financial statements. 
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Consolidated Financial Statements 


Consolidated Statements of Changes in Segregated Funds Net Assets 


Years ended December 31 (in millions of Canadian dollars) 2003 2002 2001 
Additions to Segregated Funds 
Deposits: 
Annuities $ 5624)$ 5105 $ 5162 
Life insurance 344 1,537 689 
5,968 6,642 sbi 
Net transfers from general funds 544 1,329 2,606 
Net realized and unrealized gains (losses) 6,456 (8,658) (7,372) 
Other investment income LAL 1,343 1,499 
14,379 656 2,584 
Deductions from Segregated Funds 
Payments to policyholders and their beneficiaries 6,776 7,366 6,480 
Management fees 556 564 538 
Taxes and other expenses 167 57 67 
Effect of changes in currency exchange rates 5,549 (349) (1,824) 
13,048 7,638 5,261 
Net additions (reductions) to segregated funds for the year iL os (6,982) (2,677) 
Acquisitions (Note 3) = 11,193 3,882 
Disposals (Note 5) = _ (2,194) 
Segregated funds net assets, beginning of year S275 48,544 49,533 
Segregated funds net assets, end of year $ 54,086 |$ 52,755 $ 48,544 
Consolidated Statements of Segregated Funds Net Assets 
As at December 31 (in millions of Canadian dollars) 2003 2002 
Assets 
Segregated and mutual fund units $ 40,721 | $ 38377 
Stocks 7,892 7,452 
Bonds 5,546 5,896 
Cash, cash equivalents and short-term securities 686 1,530 
Real estate 148 170 
Mortgages 78 146 
Other assets 580 965 
55,651 54,536 
Liabilities Laas 1,781 


Net assets attributable to segregated funds policyholders 


The attached notes form part of these consolidated financial statements. 
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$ 54,086 | $ 52.755 


Notes to the Consolidated Financial Statements 


Notes to the Consolidated Financial Statements 


(Amounts in millions of Canadian dollars, except for per share amounts and where otherwise stated) 


1. Accounting Policies 


Description of Business 

At the Annual Meeting of the shareholders of Sun Life Financial Inc. 
(formerly known as Sun Life Financial Services of Canada Inc.) 

on June 4, 2003, the shareholders approved the change of the 
Company's name pursuant to Letters Patent of Amendment effective 
July 2, 2003. Sun Life Financial Inc. is a publicly traded company 
and is the holding company of Sun Life Assurance Company of 
Canada (Sun Life Assurance). Both companies are registered under 
the Insurance Companies Act of Canada, and are regulated by the 
Office of the Superintendent of Financial Institutions Canada (OSF1). 


Sun Life Financial Inc., together with all its subsidiaries, including 

the wholly-owned consolidated subsidiary Sun Life Assurance, are 
collectively referred to as “Sun Life Financial” or “the Company”. 

The Company is an internationally diversified financial services 
organization providing savings, retirement and pension products, and 
life and health insurance to individuals and groups through its 
operations in Canada, the United States, the United Kingdom and Asia. 
The Company also operates mutual fund, investment management and 
trust businesses, primarily in Canada, the United States and Asia. 


Basis of Presentation 

The Company prepares its consolidated financial statements in 
accordance with Canadian generally accepted accounting principles 
(GAAP) including the accounting requirements of the OSFI. 


The preparation of financial statements in conformity with Canadian 

GAAP requires management to make estimates and assumptions 

that affect: 

e the reported amounts of assets and liabilities at the date of the 
financial statements, 

e the disclosure of contingent assets and liabilities at the date of the 
financial statements, and 

e the reported amounts of revenues, policy benefits and expenses 
during the reporting period. 

Actual results could differ from those estimates. 


The significant accounting policies used in the preparation of these 
consolidated financial statements are summarized below. 


Basis of Consolidation 

The consolidated financial statements reflect the accounts of the 
Company, including life insurance and non-life insurance subsidiaries. 
Significant intercompany balances and transactions have been 
eliminated. The purchase method is used to account for subsidiaries. 
The difference between the acquisition cost of a subsidiary and the 
fair value of the net identifiable assets acquired is recorded as goodwill. 
Operating results of the subsidiaries are included in the consolidated 
statements of operations from the dates of their acquisition. The equity 
method is used to account for other entities over which the Company 
is able to exercise a significant influence. The Company’s share of 


earnings of such entities is reported in net investment income in the 
consolidated statements of operations. 


Bonds and Mortgages 
Bonds and mortgages are carried at amortized cost, net of allowances 
for losses. 


A bond or mortgage is classified as impaired where payment Is 

90 days past due, foreclosure or power of sale procedures have started 
or other circumstances warrant. Regular reviews are performed on 
portfolios during which management considers various factors to 
identify invested assets of potential concern. Consideration is given to 
general economic and business conditions, industry trends, specific 
developments with regard to security issuers and current market 
valuations. When an asset is classified as impaired, allowances for 
losses are established to adjust the carrying value of the asset to 

its net recoverable amount. Interest is no longer accrued and previous 
interest accruals are reversed. Allowances for losses, net of write-offs 
of specific investments and recoveries, are charged against net 
investment income. Once the conditions causing the impairment 
improve and future payments are reasonably assured, allowances are 
reduced and the invested asset is no longer classified as impaired. 
Sectoral allowances are also established for classes of assets when 
there is concern about the ultimate collection of principal or interest. 
The Company's actuarial liabilities include additional provisions for 
possible future asset losses. 


Realized gains and losses on the sales of bonds and mortgages are 
deferred and amortized into net investment income on a constant 
yield basis over the remaining period to maturity. 


Stocks 

Stocks are originally recorded at cost and the carrying value is 
adjusted towards fair value at 5% of the difference between fair value 
and carrying value per quarter. Realized gains and losses on sales 

of stocks are deferred and amortized into net investment income at the 
rate of 5% of the unamortized balance each quarter. The Company 
records a write-down for any other than temporary decline in the value 
of the entire stock portfolio. 


Real Estate 
Real estate includes real estate held for investment and real estate 
held for sale. 


Real estate held for investment: Real estate held for investment is 
originally recorded at cost. The carrying value is adjusted towards fair 
value at 3% of the difference between fair value and carrying value per 
quarter. Realized gains and losses on sales are deferred and amortized 
into net investment income at the rate of 3% of the unamortized 


balance each quarter. 
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Market value is determined for each property by qualified appraisers. 
Appraisals are obtained annually for high value properties and at least 
once every three years for other properties. The Company monitors the 
values of these properties to determine that, in aggregate, the carrying 
values used are not in excess of market values and records a write- 
down for any other than temporary decline in the value of the portfolio. 


Real estate held for sale: Properties held for sale are usually acquired 
through foreclosure. They are measured at fair value less the cost 

to sell. When the amount at which the foreclosed assets are initially 
measured is different from the carrying amount of the loan, a gain or 
loss is recorded at the time of foreclosure. 


Derivative Financial Instruments 

The Company's derivative instruments include swaps, financial 
futures, options and forward contracts and are used to manage risks 
or to replicate the exposures associated with interest rate, currency 
and equity market fluctuations. The Company’s monitoring policies are 
described in Note 9. The accounting policies for the various types 

of derivative instruments used by the Company are described below. 


Most of the Company's derivatives are used as part of a portfolio of 
assets to match actuarial liabilities as to duration and amounts. 

The most significant of these are interest rate swaps and options. 
The accounting for these instruments is at amortized cost, consistent 
with other fixed term portfolio investments. The net receivable or 
payable on the interest rate swaps is accrued to other assets or other 
liabilities with the net spread of the swaps recorded to net investment 
income. Realized gains or losses associated with these derivatives 
are deferred and amortized to net investment income. Premiums paid 
for interest rate options are deferred in other invested assets and 
amortized to net investment income over the terms of the options. 


Many of the foreign currency swaps and forwards are used in 
combination with other invested assets to generate a specific investment 
return. These are accounted for at amortized cost. The net payable 

or receivable on currency swaps is included in other assets or other 
liabilities with the net spread of the swaps recorded to net investment 
income. Any realized gains and losses resulting from the termination 

of these derivative instruments are deferred and amortized into income 
on a basis consistent with the foreign currency investments that the 
swaps and forwards are combined with. 


Certain of the equity futures, options and swaps are held for investment 
purposes. The accounting policy for these investments is the same as 
that of stocks. 


Several derivative instruments are used for hedging specific risk 
exposures and are accounted for using hedge accounting or are 
reported at their fair values on the balance sheet. Certain interest rate 
swaps are used to hedge a floating rate loan. The net receivable or 
payable on the interest rate swaps is accrued to other assets or other 
liabilities with the net spread of the swaps recorded to net investment 
income. The Company uses currency swaps to reduce foreign exchange 
fluctuations associated with foreign currency investment financing 
activity. The accounting for these contracts is consistent with the 
underlying investment. Changes in exchange gains or losses on currency 
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swaps hedging the investment financing activity are included in other 
liabilities and the currency translation account in equity, offsetting the 
respective exchange gains or losses arising from the conversion of the 
investment financing activity. Equity index futures, swaps, options and 
forwards are used to reduce exposure to the effect of stock market 
fluctuations in the actuarial liabilities associated with certain products. 
The intrinsic value of the options purchased to hedge the actuarial 
liabilities associated with guaranteed minimum death benefit products 
(GMDB) is included in other invested assets and the change in intrinsic 
value is included as an increase in actuarial liabilities, offsetting the 
change in actuarial liabilities from equity market fluctuation of these 
products. The premiums paid for these options are deferred in other 
invested assets and amortized to net investment income over the life 
of the options. 


Policy Loans 
Policy loans are carried at their unpaid balance and are fully secured 
by the policy values on which the loans are made. 


Cash, Cash Equivalents and Short-term Securities 

Cash equivalents and short-term securities are highly liquid investments 
and are carried at amortized cost. Cash equivalents have a term to 
maturity of less than three months while short-term securities have a 
term to maturity exceeding three months but less than one year. 


Other Invested Assets 

Other invested assets include the Company’s investment in segregated 
funds, investments accounted for by the equity method and 
investments in equipment leases. 


Deferred Acquisition Costs 

Deferred acquisition costs arising on mutual fund sales are amortized 
over the periods of the related sales charges, which range from 

three to seven years. Deferred acquisition costs arising on segregated 
funds are calculated and included in actuarial liabilities. Actuarial 
liabilities implicitly include acquisition costs on insurance and annuity 
product sales. 


Goodwill and Other Intangible Assets 

Goodwill represents the excess of the cost of businesses acquired 
over the fair value of the net identifiable tangible and intangible assets. 
Goodwill arising from acquisitions before July 1, 2001 was amortized 
on a straight-line basis over varying periods of up to 20 years in 2001. 
Effective January 1, 2002, goodwill is no longer amortized. Identifiable 
intangible assets consist of finite-life and indefinite-life intangible 
assets. Finite-life intangible assets include the value of the banking 
distribution channel, the sales potential of field force and asset 
administration contracts. These intangible assets are amortized on 

a straight-line basis over varying periods of up to 40 years. The 
indefinite-life intangible assets include fund management contracts, 
brand name and state licenses. The goodwill and indefinite-life 
intangible assets are tested for impairment on an annual basis, based 
on the fair values of the reporting units and the intangible assets, 


Capital Assets 
Furniture, computers, other equipment and leasehold improvements 
are carried at cost less accumulated depreciation and amortization. 


Depreciation and amortization are recorded on a straight-line basis 
over the estimated useful lives of these assets, which generally range 
from two to ten years. 


Loans Securitization 

The Company periodically securitizes assets, such as mortgages or 
bonds, by selling them to trusts that issue securities to investors. 
These transactions are accounted for as sales when control over the 
assets has been surrendered and consideration other than beneficial 
interests in these transferred assets has been received in exchange. 
Gains or losses on these securitization transactions are included in 
deferred net realized gains, and will be amortized into net investment 
income as described above under Bonds and Mortgages. In 
determining the gain or loss on sale of the assets, the carrying value 
of the assets sold is allocated between the portion sold and the portion 
retained based on their relative fair values on the date of sale. 

These fair values are determined using either quoted market prices 

or discounted cash flows models. Interests in the securitized assets, 
such as subordinated investments in the issued securities or servicing 
rights, may be retained. These subordinated investments and 
servicing rights are classified as bonds and other assets, respectively. 


Segregated Funds 

Segregated funds are lines of business in which the Company issues 

a contract where the benefit amount is directly linked to the market 
value of the investments held in the particular segregated fund. 
Although the underlying assets are registered in the name of the 
Company and the segregated fund contract holder has no direct access 
to the specific assets, the contractual arrangements are such that the 
segregated fund policyholder bears the risk and rewards of the fund’s 
investment performance. In addition, certain individual contracts have 
guarantees from the Company. The Company derives fee income from 
segregated funds, which is included in fee income on the consolidated 
statements of operations. Fee income includes fund management fees 
as well as mortality, policy administration and surrender charges on 
segregated funds. Changes in the Company's interest in the segregated 
funds, including undistributed net investment income, are reflected in 
net investment income. Policyholder transfers to and from investments 
in general funds to segregated funds are included in net transfers 

to segregated funds on the consolidated statements of operations. 


Separate consolidated financial statements are provided for the 
segregated funds. Segregated fund assets are carried at fair value. 
Fair values are determined using quoted market values or, where 
quoted market values are not available, estimated fair values as 
determined by the Company. The investment results of the segregated 
funds are reflected directly in segregated fund liabilities. Deposits to 
segregated funds are reported as increases in segregated funds 
liabilities and are not reported as revenues in the consolidated 
statements of operations. Segregated fund assets may not be applied 
against liabilities that arise from any other business of the Company. 


Amounts on Deposit 

Amounts on deposit represent premiums paid in advance, 
reinvested policy dividends and customer deposits in the Company’s 
trust subsidiaries. 


Notes to the Consolidated Financial Statements 


Actuarial Liabilities 

Actuarial liabilities and other policy liabilities, including policy benefits 
payable and provision for policyholder dividends, are computed using 
generally accepted actuarial practice in accordance with the 
standards established by the Canadian Institute of Actuaries including 
the requirements of OSFI. 


Income Taxes 

The Company uses the liability method of tax allocation. Under 

this method, the income tax expense consists of both an expense for 
current income taxes and an expense for future income taxes. 

Current income tax expense (benefit) represents the expected payable 
(receivable) resulting from the current year’s operations. Future 
income tax expense (benefit) represents the movement during the year 
in the cumulative temporary differences between the carrying value 

of the Company's assets and liabilities on the balance sheet and their 
values for tax purposes. Future income tax assets are recognized to 
the extent that they are more likely than not to be realized. Future 
income tax liabilities and assets are calculated based on income tax 
rates and laws that, at the balance sheet date, are expected to apply 
when the liability or asset is realized, which are normally those 
enacted or considered substantively enacted at the consolidated 
balance sheet dates. 


In determining the impact of taxes, the Company is required to comply 
with the standards of both the Canadian Institute of Actuaries and the 
Canadian Institute of Chartered Accountants (CICA). Actuarial 
standards require that the projected timing of all cash flows associated 
with policy liabilities, including income taxes, be included in the 
determination of actuarial liabilities under the Canadian asset liability 
method. The actuarial liabilities are first computed including all related 
income tax effects on a discounted basis, including the effects of 
temporary differences that have already occurred. Future income tax 
assets and/or liabilities arising from temporary differences that have 
already occurred are computed without discounting. The undiscounted 
future income tax assets and/or liabilities are reclassified from the 
actuarial liabilities to future income taxes on the balance sheets. 

The net result of this reclassification is to leave the discounting effect 
of the future income taxes in the actuarial liabilities. 


Premium Income and Related Expenses 

Gross premiums for all types of insurance contracts, and contracts 
with limited mortality or morbidity risk, are generally recognized as 
revenue when due. When premiums are recognized, actuarial liabilities 
are computed, with the result that benefits and expenses are matched 
with such revenue. 


Foreign Currency Translation 

The Company’s exchange gains and losses arising from the conversion 
of its self-sustaining foreign operations are included in the currency 
translation account of the consolidated statements of equity. Revenues 
and expenses in foreign currencies, including amortized gains and 
losses on foreign investments, are translated into Canadian dollars at 
an average of the market exchange rates during the year. Assets 

and liabilities are translated into Canadian dollars at market exchange 
rates at the end of the year. The net translation adjustment is reported 
as a separate item in the consolidated statements of equity. 


www. sunlife.com 73 


Notes to the Consolidated Financial Statements 


Pension Plans and Other Post-retirement Benefits 

Pension costs related to current service are charged to income as 
services are rendered. Based on management's best estimate 
assumptions, actuarial valuations of the pension obligations are 
determined using the projected benefit method prorated on service. 
The estimated present value of post-retirement health care and life 
insurance benefits is charged to income over the employees’ years of 
service to the date of eligibility. For the purpose of calculating the 
expected return on pension plan assets, a market-related asset value 
is used which recognizes asset gains and losses emerging after 
January 1, 2000 over a five-year period. Any transition adjustments, 
as well as future adjustments arising from plan amendments, are 
amortized to income over the estimated average remaining service life 
of the members covered by the plan. Only future variations in actuarial 
estimates in excess of certain minimums will be amortized. 


2. Changes in Accounting Policies 


Adopted in 2003 

Disclosure of Guarantees: The Company adopted the new accounting 
requirements in CICA Handbook Accounting Guideline 14, Disclosure 
of Guarantees, on January 1, 2003. This Accounting Guideline defines 
a guarantee to be a contract (including an indemnity) that contingently 
requires the guarantor to make payments to a guaranteed party 

based on (a) changes in an underlying economic characteristic that 

is related to an asset, liability or an equity security of the guaranteed 
party; (b) failure of a third party to perform under an obligating 
agreement; or (c) failure of a third party to pay its indebtedness when 
due. This Accounting Guideline requires that significant guarantees 
and indemnification agreements provided by a guarantor be disclosed 
without regard to whether the guarantor will have to make any 
payments under the guarantees or the indemnification agreements. 
This change in accounting policy did not have a material impact on 
these consolidated financial statements. 


impaired Loans: The Company adopted the new accounting 
requirements in CICA Handbook Section 3025, Impaired Loans, for 
asset foreclosures occurring on and after May 1, 2003. A long-lived 
foreclosed asset is classified as held for sale only if certain criteria in 
the CICA Handbook Section 3475, Disposal of Long-Lived Assets and 
Discontinued Operations, are met. A long-lived foreclosed asset classified 
as held for sale is measured at fair value less cost to sell. Foreclosed 
assets, other than long-lived assets that meet the criteria to be classified 
as held for sale, are initially measured at fair value. When the amount 
at which the foreclosed assets are initially measured is different 

from the carrying amount of the loan, a gain or loss will be recorded at 
the time of foreclosure. This change in accounting policy did not have 
a material impact on these consolidated financial statements. 


Future Impact of Recently Issued Accounting Standards 
Hedging Relationships: The Company will adopt Hedging Relationships, 
CICA Handbook Accounting Guideline 13, on January 1, 2004. 

This Accounting Guideline requires that all conditions with respect to 
identification, documentation, designation and effectiveness of hedges 
be satisfied before companies choose to use hedge accounting. These 
conditions are applicable to hedges existing on or after January 1, 
2004. As preparation for the adoption of this Guideline, the Company 
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Stock-based Compensation and Other Stock-based Payments 
Stock options granted to employees are accounted for using the fair 
value method. Under the fair value method, fair value of the stock 
options is estimated at the grant date and the total fair value of the 
options is amortized over the vesting periods as compensation expense 
with an offset to contributed surplus. For options that are forfeited 
before vesting, the compensation expense that has previously been 
recognized in operating expenses and contributed surplus is reversed. 
When options are exercised, contributed surplus is reversed and the 
shares issued are credited to share capital in the consolidated 
statements of equity. 


reviewed the nature of its existing hedging derivative financial 
instruments and its current accounting policy for these instruments. 
Certain derivatives that are considered to be part of a hedging 
relationship, including the options that hedge the GMDB products, 
will not qualify for hedge accounting under the new requirements in 
Accounting Guideline 13. As a result, these derivatives will be carried 
at their fair values effective January 1, 2004. The resulting transitional 
gain of $46 will be deferred and recognized into income in the same 
period as the original hedged items. Subsequent increases or 
decreases in the fair values of these derivatives will be reported in net 
investment income in the consolidated statements of operations. 


Consolidation of Variable Interest Entities: The Company will adopt 
Consolidation of Variable Interest Entities, CICA Handbook Accounting 
Guideline 15 on January 1, 2005. This Guideline provides guidance 
for application of consolidation principles, to those entities defined as 
variable interest entities (VIES), in which equity investors do not 

have the characteristics of a “controlling financial interest” or do not 
have sufficient equity at risk for the entity to finance its activities 
without additional subordinated financial support from other parties. 
The Guideline requires that all entities be designated as either voting 
interest entities or variable interest entities. VIEs are subject to 
consolidation by the Primary Beneficiary which is defined as the party 
who has exposure to the majority of a VIE’s expected losses and/or 
expected residual returns, as defined in the Guideline. 


The CICA is monitoring the developments of the Financial Accounting 
Standards Board (FASB) relating to recently issued revised 

FASB Interpretation No. 46, Consolidation of Variable Interest Entities, 
the U.S. GAAP equivalent of Accounting Guideline 15, since the 
intention Is to harmonize the Accounting Guideline with U.S. GAAP. 
The Company will continue to review the status of VIEs as this 
harmonization occurs. For additional information refer to section C) xii) 
“Variable Interest Entities” in Note 23. 


Financial Instruments — Disclosure and Presentation: The Company 
will adopt the amendments to the accounting requirements in 
CICA Handbook Section 3860, Financial Instruments — Disclosure and 


Presentation on January 1, 2005. Securities issued by the Company 
that give the Company an unrestricted obligation to settle the principal 
amount in cash or in the equivalent value of its own shares, must be 
classified as debt. 


In the third quarter of the 2003 interim financial statements, the 
Company indicated that it would adopt these amendments on 
January 1, 2004. Subsequent to the issue of those financial statements, 
the CICA announced the postponement of the effective date of 
implementation to January 1, 2005. As a result, the Company will not 
be adopting the new accounting requirements until January 1, 2005, 
and therefore will no longer be required to reclassify the Sun Life 
ExchangEable Capital Securities (SLEECS) issued by Sun Life Capital 
Trust (the Trust) from non-controlling interests in subsidiaries to 
other liabilities, as it is expected that the Trust will be deconsolidated 
upon the adoption of the Consolidation of Variable Interest Entities, 
Accounting Guideline 15, on the same date. The Company expects 
the accounting for the SLEECS to be consistent with U.S. GAAP as 
described in Note 23 C) xii) in 2005. 


3. Acquisitions 


Effective July 25, 2002, the Company acquired approximately 

71 million common shares of Cl Fund Management Inc. (Cl) in 
exchange for all the shares of Spectrum Investment Management 
Limited (Spectrum) and Clarica Diversico Ltd. (Diversico). The 

71 million common shares of Cl were valued at the weighted average 
price of $9.15 per share on July 24, 2002. These common shares, 
together with those that were already beneficially owned by the 
Company as general fund assets, represented a 31.7% economic 
interest in Cl on July 25, 2002. The Company recorded a gain of 
$177 before taxes in net investment income for the sale of the two 
subsidiaries. Previously unrecognized net capital losses were used 
to fully offset the tax on the gain. The acquired intangible asset 
consists of fund management contracts of $510 that are not subject 
to amortization. The investment is accounted for using the equity 
method of accounting and is included in other invested assets on the 
consolidated balance sheets. 


Effective March 20, 2003, the Company increased its ownership 
percentage in Cl to 34% by issuing approximately 2 million common 
shares of Sun Life Financial Inc. in exchange for approximately 

5 million common shares of Cl. The 2 million common shares 

of Sun Life Financial Inc. were recorded at a total fair value of $63. 
The acquired non-amortizable intangible asset consists of fund 
management contracts of $43. 


In August 2003, Cl announced that it had entered into agreements 
to acquire the Canadian operations of Assante Corporation (Assante) 
and Synergy Asset Management Inc. (Synergy). Cl completed these 
acquisitions by issuing shares and a payment of cash to Assante 
and Synergy shareholders. The Company agreed to support these 
acquisitions by purchasing additional common shares of Cl. The 
Company purchased approximately 21 million common shares of C| 
during the fourth quarter for $266 in order to maintain its ownership 
percentage of 34%. The intangible assets acquired through these two 
transactions consist of non-amortizable fund management contracts 
of $180 and amortizable asset administration contracts of $11. 
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Impairment of Long-Lived Assets: The Company will adopt Impairment 
of Long-Lived Assets, CICA Handbook Section 3063, on January 1, 
2004. Under this standard, the impairment test of long-lived assets is 
a two-step process with the first step determining when an impairment 
is recognized and the second step measuring the amount of the 
impairment. To test for and measure impairment, assets are grouped 
at the lowest level for which identifiable cash flows are largely 
independent. An impairment loss is recognized when the carrying 
amount of an asset to be held and used exceeds the sum of the 
undiscounted cash flows expected from its use and eventual 
disposition. An impairment loss is measured as the amount by which 
the asset’s carrying amount exceeds its fair value. An asset classified 
as held for sale is measured at the lower of its carrying amount or 

fair value less cost to sell. The Company does not expect this standard 
to have a material effect on the consolidated financial statements. 


Effective May 29, 2002, the Company acquired all the outstanding 
common shares of Clarica Life Insurance Company (Clarica) that were 
not already beneficially owned by the Company as general fund assets 
for an ascribed price of $51.28 per Clarica common share, and 

Clarica became a wholly-owned subsidiary of Sun Life Financial Inc. 
The business acquired includes both general and segregated funds 
businesses. Effective December 31, 2002, Clarica amalgamated 

with Sun Life Assurance Company of Canada and the amalgamated 
company continues to operate under the name of “Sun Life Assurance 
Company of Canada”. 


The acquisition was completed by way of a capital reorganization of 
Clarica pursuant to which holders of Clarica common shares received 
1.5135 common shares of Sun Life Financial Inc. for each Clarica 
common share held. Approximately 185 million common shares of 
Sun Life Financial Inc. were issued at an ascribed price of $33.88 per 
share based on a volume-weighted average closing price of the 
common shares for the period from December 13 to 19, 2001. The 
common shares of Clarica that were beneficially owned by the 
Company as general fund assets had a carrying value of $540 at the 
date of acquisition. In addition, all the unvested Clarica stock options 
vested immediately prior to the closing date and on May 29, 2002, 
these Clarica stock options were exercisable to acquire approximately 
5 million common shares of Sun Life Financial Inc. as described in 
Note 18. The Company recorded $48 as part of the purchase 
consideration and share capital, representing the fair value of the 
outstanding Clarica stock options based on the average share price 
of Clarica from December 13 to 19, 2001. 


The following supplemental unaudited pro forma information has been 
prepared to give effect to the acquisition of Clarica, as if the transaction 
had been completed at the beginning of each year. This information 
is calculated by combining the results of operations of the Company 
for 2002 and 2001 with that of Clarica prior to the acquisition date and 
adjusting for the amortization of Clarica’s identifiable intangible assets, 
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net of taxes ($7 in 2002 and $15 in 2001) and the elimination of 

amortization of net unrealized gains and deferred net realized gains as 
a result of fair value adjustments to the assets and liabilities of Clarica, 
net of taxes ($13 in 2002 and $31 in 2001). The pro forma information 


Supplemental unaudited pro forma condensed information: 


is not intended to reflect what would have actually resulted had the 
transaction been completed at the beginning of each respective year 
or what may be obtained in the future. 


2002 2001 
Revenue See OA eek oy 21819 
Shareholders’ net income Se 186. Se 1250 
Weighted average number of shares outstanding (in millions) 618 609 
Basic earnings per share $ L922 2.05 
Shareholders’ net income on a diluted basis oo eG S| i250 
Weighted average number of shares outstanding on a diluted basis (in millions) 618 610 
Diluted earnings per share $ O25 ob 2.05 


Effective October 31, 2001, the Company acquired all the outstanding 
common shares of Keyport Life Insurance Company (Keyport) 

and Independent Financial Marketing Group, Inc. (IFMG) for a cash 
payment of U.S.$1,702. In 2002, adjustments were made to the 
purchase price allocations of Keyport and IFMG. This resulted in an 


The transactions are summarized below: 


increase in other assets, goodwill, actuarial liabilities and other liabilities 
of $108, $30, $102 and $11, respectively, and a decrease in invested 
assets of $25. The goodwill of Keyport and IFMG was allocated to the 
SLF United States segment, of which $330 is expected to be deductible 
for tax purposes. 


2003 2002 2002 2001 
7 Keyport/ 
|) Cl Clarica* |FMG 
Percentage of shares acquired 2.3% 31.7% 100% 100% 
Invested assets acquired $ 72: |$ Zone Sl 637 $e 22479 
Other assets acquired 235 722 2,672 1,436 
307 745 34,309 23,915 

ap 
Actuarial liabilities and other policy liabilities acquired _ - 24,835 22,656 
Amounts on deposit acquired - - L277 = 
Other liabilities acquired 168 231 5,059") 493 
168 i Ze Sih 23,149 


Net balance sheet assets acquired 
Considerations: 


$ sis) |) Es SIA Ls S138) $ 766 


Common shares issued or exchanged $ 63 | $ Sle S 6264) $s 

Carrying value of investments in acquiree’s shares = 36 540 - 
Fair value of outstanding Clarica stock options = - 48 — 
Transaction and other related costs = ~ 57 = 
Cash cost of acquisition 266 - ~ 2,744 
Total consideration $ 329 |s 607 $ 6929 $ 2744 


Goodwill on acquisition $ 190 | $ O85 93)791'9 Ope miio7s 


Cash and cash equivalents acquired 


© Other liabilities acquired included subordinated debt of $746 and preferred shares of $160. 


he aereillfsy 8 919 


2) Net impact of all 2003 transactions related to Cl. Other assets acquired include $234 of intangible assets. 


* 


As restated, as described below. 


In the second quarter of 2003, the Company reviewed the fair value 
calculations for certain non-marketable securities and the reserves 
for the run-off reinsurance related to the acquisition of Clarica. For the 
non-marketable securities, it was identified that the fair value was 
overstated. For the run-off reinsurance reserves, a provision for adverse 
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deviations had been omitted. As at December 31, 2002, the combined 
impact of these error corrections was to restate actuarial and other 
policy liabilities and goodwill upwards by $50 and $70, respectively. 
Bonds and other liabilities were restated downwards by $56 and $36, 
respectively. 
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4. Reorganization, Restructuring and Other Related Charges 


In conjunction with the acquisition of Clarica in 2002, the Company 
developed a plan to restructure the combined operations of its 
consolidated subsidiaries, Sun Life Assurance and Clarica. The 
Company recorded an increase in actuarial liabilities and a charge for 
restructuring costs in 2002. These accruals cover increased renewal 


commission expenses, severance, the elimination of duplicate systems, 
facilities and operations, as well as other exiting costs. As at 
December 31, 2003, the remaining balance on these expected costs, 
other than commissions, was as follows: 


Balance at Utilized during Balance at 

beginning of year the year end of year 

Eliminating duplicate systems and operations $ 274 § BW ss 62 
Costs of consolidating facilities 24 5 19 
Other 3 - 3 
Total $ S01 aS 2A 84 


{  |ncludes compensation costs. 


In February 2001, the Board of Directors (Board) approved a 
reorganization of the Company's United Kingdom operations. As a 
result, the Company has exited from the direct sales force distribution 
channel and significantly reduced the scale of its operations. During 
2001, severance, asset write-offs and other related costs of $195 
were expensed as part of the operating expenses in the consolidated 
statements of operations. 


5. Disposals and Discontinued Operations 


Effective February 28, 2003, the Company sold its United Kingdom 
group insurance business to Unum Limited (UnumProvident), a 
United Kingdom subsidiary of UnumProvident Corporation. Under the 
agreements, UnumProvident acquired the Company’s United Kingdom 
group income protection business together with the renewal rights 

to the group life business. The transaction resulted in a gain that is not 
considered material to these consolidated financial statements. 


Effective January 7, 2003, the Company sold all the common shares of 
Clarica U.S., Inc. (Clarica U.S.) to Midland National Life Insurance 
Company for $414 in cash. A loss of $48 on the sale of Clarica U.S. 
was accrued in 2002. 


On January 14, 2002, the Company announced an agreement with 

the Marlborough Stirling group to outsource the administration of the 
Company’s individual life and pension business in the United Kingdom 
which had already been closed for new business. During 2003, 
expenses related to the outsourcing contract, closing branches, contract 
cancellations, system migrations and other related costs of $33 

($88 in 2002) were included in the operating expenses in the 
consolidated statements of operations. As at December 31, 2003, the 
accruals for the reorganizational costs were $30 ($49 in 2002). 


Effective December 7, 2001 and November 30, 2001, respectively, 
the Company sold all the common shares of SLC Asset Management 
Limited (SLCAM), an asset management company, together with 

two affiliated companies, and all the common shares of Sun Bank plc 
(SB), a bank specializing in mortgage and savings products. The sale 
of SLCAM and its affiliated companies resulted in a reduction in 
segregated fund net assets in respect of funds invested for third party 
pooled pension customers. The gains on sales of the United Kingdom 
subsidiaries were $195 before related taxes of $70 and these gains 
were included in net investment income. Proceeds from the sales 

of the subsidiaries were used for general corporate purposes. The 
proceeds presented in this note are net of disposition costs of $34 and 
$7 for SLCAM and SB, respectively. These costs were primarily 
professional fees, commissions and the impact on actuarial liabilities. 
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The transactions are summarized below: 


2003 2002 2002 2001 2001 
Clarica U.S. Spectrum”) Diversico!)? SLCAM SB 
Percentage of shares disposed of 100% 100% 100% 100% 100% 
Invested assets disposed of See O47 als o- § Deas, 67 $$ 2,604 
Other assets disposed of 225 96 315 4] 37 
Ze 105 Shh 108 2,641 

Actuarial liabilities and other policy liabilities disposed of 4,265 = = = 
Amounts on deposit disposed of = - ~ - 2,417 
Other liabilities disposed of bos 36 4 4] 100 
4818 36 : 4] BylDy 
Net balance sheet assets disposed of $ 454 |$ 69 $ a18e$ 67 §$ 124 


Considerations: 


Common shares exchanged $ = {fs 249 $ 322 §$ = sy - 
Transaction and other related costs (8) (2) (5) ~ ~ 
Net proceeds of disposal 414 ~ - 242 144 
Total consideration $ 406 |$ 242 $ SiS 2s 242 § 144 

| 
Pre-tax gain (loss) on sale $ (48)@] $ ISP ~ SS Ale a is, s 20 
Cash and cash equivalents disposed of $ 133 PS 8 §$ 2 $ 23: $ — 


ee 
{For summary information see Note 3. 
(2) Loss accrued in 2002 and reported as part of the income (loss) from discontinued operations. 


As a result of the plan of disposal for Clarica U.S., it was accounted for from discontinued operations for 2002 shown in the consolidated 
as a discontinued operation in 2002. The components of the $36 loss statements of operations are as follows: 


(9 
wo] 
es 
1 


Revenue 
Expenses 923 
Net operating income before income taxes 22 
Income taxes expense 10 
Net operating income 12 
Gain (loss) on sale of Clarica U.S. (48) 
Income (loss) from discontinued operations, net of income taxes $ (36) 
The following amounts relating to discontinued operations are included in the consolidated balance sheets for 2002: 
Assets 
Invested assets 3 VSjillels' 
Other assets 227 
Total assets AS! onsis\0) 


Liabilities and Equity 


Actuarial liabilities and other policy liabilities ne 37a 
Other liabilities 497 
Equity 460 
Total liabilities and equity Ss As sisie 
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6. Segmented Information 


The Company has six reportable segments: SLF Canada, 

SLF United States, MFS Investment Management (MFS), SLF Asia, 
SLF United Kingdom, and Corporate Capital. These reportable 
segments reflect the Company’s management structure and internal 
financial reporting. Each of these segments operate in the financial 
services industry and have their own management. They derive their 
revenues principally from wealth management operations (mutual 
funds, investment management and annuities), protection services 
(life and health insurance, life retrocession and financial reinsurance) 
and other (primarily investments of a corporate nature and earnings 
on capital not attributed to the strategic business units). 


Corporate Capital includes the run-off reinsurance operations and 
those other operations for which management responsibility resides 
in head office. Net income (loss) from continuing operations in this 
category is shown net of certain expenses borne centrally. 
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As Clarica U.S. has been discontinued and the sale was completed 
on January 7, 2003, revenue, expenses and net income (loss) from 
continuing operations do not include these results. However, the 

assets of the discontinued operation are included in SLF United States’ 
assets at December 31, 2002. 


Inter-segment transactions consist primarily of internal financing 
agreements. They are measured at market values prevailing when 
the arrangements were negotiated. Inter-segment revenue consists of 
interest of $352 in 2003 ($306 in 2002 and $140 in 2001) and fee 
income of $45 in 2003 ($68 in 2002 and $48 in 2001). 


The results of the segments’ operations are discussed in the 
Management's Discussion and Analysis. The results for MFS include 


the $211 provision for regulatory issues and other actions. 


Results by segment for the years ended December 31 


United States 


United Corporate Consolidation 
Canada Sun Life MFS Asia Kingdom Capital Adjustments Total 
2003 
Revenue S GHSs 8 Sees) Sh nevi SS S/n pele 4 Sees 440 $ (397) $ 22,056 
Change in actuarial liabilities $ HLS Ge hO56r es - $ Pe Bs (U7) S$" (155) S$ - $ 1,624 
Interest on claims and deposits $ 84 Los - § 29. «C$ Bb SS 1. °$ - §¢ 135 
Interest expenses $ Ilyy S5 52 85 2395 - § 2 246 §$ (354) $ 209 
Income taxes (benefit) $ 642s 97 5 § 12 $ 8) 6S (77) $ = & 387 
Net income (loss) from 
continuing operations $ 826 §$ SOS eS (43) $ Sy 203 $ (20) §$ = § ise 
2002 
Revenue Se 16463) “Sees SS SSeS 661 $ 1,828 §$ bof SF (374) $ 23,101 
Change in actuarial liabilities $ 5B5e Ss 2500 eS = 8 293 $ 168 $ 326 $ - §$ 3,822 
Interest on claims and deposits $ TAS 29 «§¢ - §$ SOS 2 §$ ns = 135 
Interest expenses $ HE we iikoy 29° $ = S$ 28 «$ PN ss (307) $ 192 
Income taxes (benefit) $ 191 $ ss0 & 109 $ ll ¢$ (CS) RR Se 2S3)R TS $ 98 
Net income (loss) from 
continuing operations $ 514 ¢ SOO es 174 §$ 24 §$ 190 $ (229) $ —- $ 1,033 
2001 
Revenue CeeSsbore a ey Siler ee | 2 27S eS 464 S$ 2/067" $ Joist SS (188) $ 16,815 
Change in actuarial liabilities $ 562g 6/5) 9s = 136 $ 298 $ Sos — $ 1,697 
Interest on claims and deposits $ 47 $ Diy ks - $ 28 «¢ 121 $ Ws - §$ 218 
Interest expenses $ 36 $ 69 $ SileS - $ Ses 141 $ £140) $ 168 
Income taxes (benefit) $ 106 $ 2S 144 $ bs Gy $ es} - § 306 
Net income (loss) from 
continuing operations $ 207 $ 226 $§ 231s 20 $ 180 $ ly S$ - §$ 881 


www.sunlife.com 


79 


Notes to the Consolidated Financial Statements 


Assets by segment as at December 31* 


United States 


United Corporate Consolidation 
Canada Sun Life MFS Asia Kingdom Capital Adjustments Total 
2003 
General fund assets % 51,522 "$ 40/763 3) L0e4 Sr 2102) eS 1032 “S> 4057° « $ (ZH) S5 WO)20°) 
Segregated funds net assets 8 Zell 8) BABII) 4 - § i & FOP - §$ -— $ 54,086 
Other assets under management $ 26119 $ 2731 $180,898 $ LOOMS = § —- $ (14,119) $ 195,729 
2002 
General fund assets $ 50,256 $ 54154 S$ 1424 2147" Ss 12610 "S$ 31948 $ (1087) $ 123,452 
Segregated funds net assets $ 19,029 $ 26519 §$ - § SS) 72045 —- $ — § 52,755 
Other assets under management $ 19,878 $ 2628 $177,960 $ 72° $. - § — $ (16,138) $ 184,407 
* As restated (Note 3). 
The following table shows revenue, net income (loss) from continuing operations and assets by territory for Corporate Capital: 
2003 2002 2001 

Revenue 

United States $ 134 | $ isi” “$ 231 

Other Countries 306 386 302 
Total revenue $ 440 | $ 567 $ 533 
Net income (loss) from continuing operations: 

United States $ (63)| $ (241) $ 28 

Other Countries 43 12 (11) 
Total net income (loss) from continuing operations $ (20) Poe e2o) Wy) 
Assets: 
General funds: 

United States S esis Ps ilies 

Other Countries 2,219 2,788 


Total assets § 4057 1$ 3,948 


7. Fair Value of Financial Instruments 


Financial instruments are contractual rights or obligations to either 
receive or deliver an asset. In an exchange of financial instruments, 
“fair value” refers to the amount that would be agreed upon between 
willing knowledgeable parties. Estimated fair values do not necessarily 
represent the values for which these financial instruments could have 
been sold at the dates of the consolidated balance sheets. 


A significant portion of any difference between fair values and carrying 
values relates to invested assets that are matched to liabilities as 

to duration, within specified limits. If these assets are sold before 
maturity, the Company will reinvest the proceeds to ensure there are 
sufficient assets to match liabilities. Consequently, changes in the 

fair values of assets backing liabilities will tend to be offset by changes 
in the fair values of those liabilities. 
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The fair values and the methods and assumptions used to estimate 
fair values for invested assets are discussed in Note 8. Derivative 
financial instruments are discussed in Note 9. Fair values of actuarial 
liabilities, future income taxes related to life insurance companies 
and deferred net realized gains are disclosed in Note 11. The fair 
values and discussion of the method for estimating these values for 
subordinated debt are included in Note 14. The carrying value and 
fair value of amounts on deposit are $3,120 and $3,139, respectively, 
as at December 31, 2003 ($3,262 and $3,287, respectively, as at 
December 31, 2002). Fair values of fixed rate deposits are determined 
by discounting the expected future cash flows using current market 
interest rates for similar deposits. For amounts on deposit with no 
stated maturity, fair value is equal to carrying value. 


8. Invested Assets and Income 


The Company invests primarily in bonds, mortgages, stocks and real 
estate. The accounting policy for each type of invested asset is 
described in Note 1. 


A) Fair Value of Invested Assets 
The carrying values and fair values of the Company’s invested assets a 
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re shown in the following table. 


2003 2002 
Carrying Fair Carrying Fair 

Value Value Yield % Value Value Yield % 
Assets 
Bonds $ 66,090 $ 70,092 5:98 |S 738;367, Sai, 540. 5.87 
Mortgages 13,601 14,381 7.00 15,799 17,072 Healy, 
Stocks 3,473 3,102 748 4,221 3,104 5.74 
Real estate 3,067 3,287 8.89 3,223 3,437 9.78 
Policy loans 3,003 3,003 6.99 3,390 3,390 6.41 
Cash, cash equivalents and short-term securities 4,972 4,973 n/a 7,152 7,152 n/a 
Other invested assets 2,970 3,414 n/a 3,336 3,297 n/a 
Total invested assets § 97,176 $102,252 5.79 | $110,488 $114,993 574. 


* 


As restated (Note 3). 


The fair value of publicly traded bonds is determined using quoted 
market prices. For non-publicly traded bonds, fair value is determined 
using a discounted cash flow approach that includes provisions 

for credit risk and assumes that the securities will be held to maturity. 
Fair value of mortgages is determined by discounting the expected 
future cash flows using current market interest rates for mortgages 
with similar credit risks and terms to maturity. Fair value of stocks is 
based on quoted market prices, usually the last trade values. Fair 
value of real estate is determined by reference to sales of comparable 
properties in the market place and the net present value of the 
expected future cash flows, discounted using current interest rates. 
Due to their nature, the fair values of policy loans and cash and cash 
equivalents are assumed to be equal to their carrying values. The fair 
values of short-term securities are based on market yields. The fair 
values of other invested assets are determined by reference to market 
prices for similar investments. Other invested assets in the table above 
includes the Company's investment in Cl with a fair value of $1,407 
and a carrying value of $987 ($740 and $619, respectively, in 2002). 
Yield is calculated based on total net investment income divided by 
the total of the average carrying value of invested assets including 
accrued investment income less deferred net realized gains. 


C) Invested Assets by Type 
i) Bonds 


B) Investment Policies 

It is the Company’s policy to diversify all investment portfolios. The 
Company’s mortgage loans, stocks and real estate investments are 
diversified by type and location and, for mortgage loans, by borrower. 
Interest rate risk, which is the potential for loss due to interest rate 
fluctuations, is discussed in Note 11. 


Credit risk is the risk of financial loss resulting from the failure of debtors 
to make payments of interest or principal when due. The Company 
controls this risk through detailed credit and underwriting policies, 

as well as through setting counterparty exposure limits. Company 
policy limits credit exposure to 4% of consolidated equity invested in 
any single issuer and to 8% of consolidated equity invested in any 
associated group of issuers. The exceptions are for investments in 
securities which are issued or guaranteed by either the Government of 
Canada, United States or United Kingdom and issuers for which the 
Board has granted specific approval. Mortgage loans are collateralized 
by the related property and generally do not exceed 75% of the value 
of the property at the time the original loan is made. 


The carrying value and fair value of bonds by rating are shown in the table below. 


2003 2002+ 
Carrying Fair Carrying Fair 
Value Value Value Value 

Bonds by credit rating: 
AAA $ 18,714 $ 19,499 | $ 23,483 $ 24,573 
AA WSUS) 8,438 8,951 9,817 
A 18,952 20,393 20,252 21,670 
BBB 17,980 19,080 17,910 18,848 
BB & lower 2,529 2,682 ZETA 2,633 
Total bonds $ 66,090) $ 70/092 |) S. 73\367 9 3) 77/541 


* 


As restated (Note 3). 
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Investment grade bonds are those rated BBB and above. The 
Company's bond portfolio has 96.2% (96.2% in 2002) invested in 
investment grade bonds based on carrying value. 


Gross unrealized gains (losses) on bonds are shown in the tables 
below. Gross unrealized gains and losses are not brought into income 
or included in the carrying value on the consolidated balance sheets. 


2003 
Gross Gross Estimated 
Amortized Unrealized Unrealized Fair 
Cost Gains (Losses) Value 

Issued or guaranteed by: 
Canadian federal government $ 6,209 $ 161 §$ (1) $ 6,369 
Canadian provincial and municipal governments 5,106 588 (3) By (Se) 
U.S. Treasury and other U.S. agencies 1,143 44 (13) 1,174 
Other foreign governments 3,437 196 (32) 3,601 
Corporate 40,604 3,118 (151) 43,571 
Asset-backed securities 9,591 208 (113) 9,686 


Total bonds 2. 06,090 $4315  ¢ (313) $ 70,092 
aaa a ee ee eS) eee 


2002" 


Gross Gross Estimated 
Amortized Unrealized Unrealized Fair 
Cost Gains (Losses) Value 

Issued or guaranteed by: 
Canadian federal government S610 S 281 §$ (2) $ 6,389 
Canadian provincial and municipal governments 5,280 587 (8) 5,859 
U.S. Treasury and other U.S. agencies 3,024 176 (2) 3,198 
Other foreign governments 3,901 293 (4) 4,190 
Corporate 43,246 3,078 (456) 45 868 
Asset-backed securities 11,806 Syl (140) 12,037 

) 


Total bonds $ 73,307. $: (4,786 -$ (612) $ 77/541 
a EO) Sine HON ED A AAO Le. 


The carrying value of bonds by issuer country is as follows: 


2003 2002* 
Canada $ 25,708 | $ 24,920 
United States 29,036 36,764 
United Kingdom 7,465 8,083 
Other 3,881 3,600 


Total bonds 


$ 66,090 


SS 7SsS6y 


The contractual maturities of bonds as at December 31 are shown 
in the table below. Bonds that are not due ata single maturity date 
are included in the table in the year of final maturity. Asset-backed 
securities that are not due at a single maturity date are shown 


separately. Actual maturities could differ from contractua 


maturities 


because of the borrower's right to call or right to prepay obligations, 


with or without prepayment penalties. 


2003 2002* 
Carrying Fair Carrying Fair 
Value Value Value Value 
Due in one year or less $3,449" $3,487 | $ 2979 $$ 3016 
Due in years two through five 15,366 16,011 18,642 19,439 
Due in years six through ten 14,318 15,269 16,260 17,256 
Due after ten years 23,366 25,639 23,686 25,793 
Asset-backed securities Seteyih 9,686 11,806 12,037 
Total bonds $ 66,090 $ 70,092 |$ 73,367 $ 77.541 
Ee IS O01 he #7541 _ 


* As restated (Note 3). 
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ii) Mortgages 

The carrying value of non-residential and residential mortgages by 
geographic location is shown in the table below. Residential mortgages 
include mortgages for single and multiple family dwellings. 


2003 2002 
Non- Non 
residential Residential Total residential Residential Total 
Canada $5,799 $3952) S$ 93751, $ 5993) Sale lOsterSii0099 
United States 3,465 2. Sey 5,180 188 5,368 
United Kingdom 292 1 293 331 1 332 
Total mortgages ¢ 9556 $ 4045 S$" 13/601 | SS Ti eOse A eraeor Dela oS 


At December 31, 2003, scheduled mortgages loan maturities, before allowances for losses, are as follows: 


Year Amount 
2004 Sel 40l 
2005 889 
2006 1,417 
2007 1,371 
2008 1,424 
Thereafter 7,141 
Total mortgages $ 13,643 


Actual payments could differ from the scheduled mortgage loan 
maturities because borrowers may have the right to prepay 
obligations, with or without prepayment penalties. 


ili) Stocks 
The carrying value of stocks by issuer country is as follows: 


2003 2002 
Canada $ 802 | $ 734 
United States 1,014 1,036 
United Kingdom 1,505 2,236 
Other 152 ALS 
Total stocks Ses 7a ieee ai 
Gross unrealized gains (losses) on stocks are shown in the following table. 
Gross Gross Estimated 
Carrying Original Unrealized Unrealized Fair 
Value Cost Gains (Losses) Value 
Total 2003 SS AUS) SS BESO) SS 549 §$ (Oy) eS ies 1102 
Total 2002 o 4220" Si Suen ee 400 §$ (455) $ 3,104 
iv) Real Estate 
The carrying value of real estate by geographic location is as follows: 
2003 2002 
Canada $. S745 ("S> e365 
United States 837 946 
United Kingdom 354 390 
Other 2 2 
Total real estate GS es 067) ns ai228 
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Real estate includes real estate held for investment and real estate 
held for sale, as described in Note 1. The carrying value and fair value 
of real estate in each of these categories is shown in the table below. 


2003 2002 

Carrying Fair Carrying Fair 

Value Value Value Value 

Real estate held for investment S sesy S/S ome COD neo S45 
Real estate held for sale 10 14 18 22 
Total real estate S O67 Si Sas || 5 Sees GS syle 


D) Impaired Invested Assets 


The Company has impaired invested assets with specific allowances and other sectoral allowances, at December 31, as follows: 


2003 2002 
Impaired Allowance Impaired Allowance 
Carrying Value") for Losses} Carrying Value for Losses’) 
Bonds $ 574 302 | $ 815 $ 417 
Mortgages 79 42 87 63 
Foreclosed properties 14 8 18 1 
Other 32 19 32 14 
Total $ 69g 366 | $ 9525S 495 


©  |mpaired carrying value shown above is shown gross, before allowance for losses. Includes $25 in 2003 ($30 in 2002) of impaired mortgages that have no allowance for losses. Impaired 
mortgage loans with no allowance for losses are loans for which, at a minimum, either the fair value of the collateral or the expected future cash flows exceed the carrying value. 


(2) Includes sectoral allowances of $92 and $32 for bonds and mortgages, respectively, in 2003 ($112 and $51, respectively, in 2002). The remaining allowances are specific allowances. 


Additional information related to impaired invested assets is shown in the following table. 


2003 2002 
Mortgages with scheduled payments 90 days or more in arrears: 
Carrying value $ 20 | $ 65 
Percentage of total mortgages before allowances 0.2% 0.4% 
Weighted average recorded investment in impaired mortgage loans, before allowances $ 5 || Ss 67 
Interest received on impaired mortgage loans (recorded as received) $ 3 |) Ss 5 
Carrying value of bonds, mortgages and real estate (including specific allowances) 
that were non-income producing for the preceding twelve months $ 129 RIS 46 
The changes in the allowances for losses are as follows: 
Foreclosed 
Properties 
Bonds Mortgages and Other Total 
Balance, January 1, 2002 $ 66 60 $ 5 131 
Provision for losses 366 (6) 5 365 
Write-offs, net of recoveries (13) 9 5 1 
Effect of changes in currency exchange rates (2) = = (2) 
Balance, December 31, 2002 $ 417 63 $ 15 $ 495 
Provision for losses 108 (6) 11 113 
Write-offs, net of recoveries (159) (7) (2) (168) 
Effect of changes in currency exchange rates (64) (8) (2) (74) 
Balance, December 31, 2003 $ 302 A GS 2 & 366 


{) Includes $(1) related to discontinued operations. 
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E) Deferred Net Realized Gains 

Deferred net realized gains are realized gains and losses which have 
not yet been recognized in income. The changes in deferred net 
realized gains are shown in the table below. 


Bonds Mortgages Stocks Real Estate Derivatives Total 
Balance, January 1, 2002 $ 1,678 $ Se G ieel Ss SS) 55 (C12) Sees 744 
Net realized gains (losses) for the period 220 43 (240) 39 (99) (37) 
Amortization of deferred net realized gains (165) (22) (247) (20) 21 (433) 
Effect of changes in currency exchange rates 99 - 86 Z (10) 182 
Balance, December 31, 2002 Soe ss2aes Soup le 4 50S 191 §$ (100) $ 3,456 
Net realized gains (losses) for the period 509 87 (4) v7 (59) 540 
Amortization of deferred net realized gains (221) (28) (240) (21) 14 (496) 
Effect of changes in currency exchange rates (208) (7) (150) (13) 2 (376) 
Balance, December 31, 2003 Sass 5 ily SS Oe SS 164 $ (43) $3124 
F) Net Investment Income 
Net investment income has the following components: 
2003 2002 2001 

Interest from: 

Bonds Siete Se Ve ES ssS10) Si e224? 

Mortgages 951 899 852 

Policy loans 224 195 119 

Cash, cash equivalents and short-term securities 134 122 116 
Interest income 5,140 5,026 3,329 
Dividends from stocks 103 135 95 
Real estate income (net) 222 223 192 
Amortization of deferred net realized gains 496 433 517 
Amortization of unrealized gains and losses (140) (186) (68) 
Derivative realized and unrealized gains and losses (85) (89) iy; 
Other items (net) 184 203 145 

5,920 5,745 4,227 

Provisions for losses on investments (113) (365) (4) 
Investment expenses and taxes (104) (99) (61) 
Impact of discontinued operations = (150) - 


Total net investment income Bod abe eAhieZ 


{Consists of realized and unrealized gains on derivatives that are reported at fair value. Additional derivative income of $(47) ($(122) in 2002, $(82) in 2001) is included in net investment income. 


(2) |ncludes gains and losses on sales of subsidiaries (Note 5). 


G) Securities Lending 


The Company engages in securities lending to generate additional 
income. Certain securities from its portfolio are loaned to other 
institutions for short periods. Collateral, which exceeds the market 
value of the loaned securities, is deposited by the borrower with a 
lending agent, usually a securities custodian, and retained by the 
lending agent until the underlying security has been returned to 

the Company. The market value of the loaned securities is monitored 


on a daily basis with additional collateral obtained or refunded as the 
market values fluctuate. It is Company practice to obtain a guarantee 
from the lending agent against counterparty default, including 
collateral deficiency. At December 31, 2003, the Company had loaned 
securities (which are included in invested assets) with a carrying value 
and market value of approximately $568 and $609, respectively. 
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H) Loan Securitizations 

During the year, the Company sold commercial mortgages to a trust 
which subsequently issued securities backed by the commercial 
mortgages. The Company was retained to service and administer the 


mortgages and also retained a subordinated investment interest in the 
issued securities. Similar transactions occurred in 2002 and 2001. 
Details of these transactions are shown in the following table. 


2003 2002 2001 
Carrying value of mortgages sold $ 6230s 497 §¢ 265 
Gain on sale $ 70 | $ 28 §$ 4 


As at December 31, 2003, the key assumptions of the discounted 
cash flows models and the sensitivity of the fair values of the retained 


interests to an immediate 10% and 20% (10% and 20% in 2002) 
adverse change in key assumptions are as follows: 


2003 2002 

Mortgages Bonds Mortgages Bonds 

Carrying value of retained interests $ 16. $ 4 | $ 128 §$ 8 
Fair value of retained interests $ 174 $ By Ss 130 $ 8 
Weighted average remaining life (in years) 5,5-21.24 8.7 3.8-9.6 9.7 
Discount rate 2.5-7.0% 11.1% | 6.0-7.9% 11.1% 
Impact on fair value of 10% adverse change $ 6 Ws 4, § 1 
Impact on fair value of 20% adverse change $ 10 $ Te ESS 7 § 1 
Anticipated credit losses = 0.6% - 0.6% 
Impact on fair value of 10% adverse change $ il $ 1 
Impact on fair value of 20% adverse change $ 2 $ 2 


The sensitivity analysis in the table above is hypothetical and should 
be used with caution. As the figures indicate, changes in fair value 
based on variations in assumptions generally cannot be extrapolated 
because the relationship of the change in the assumption to the 
change in fair value may not be linear. Also, in this table, the effect 

of a variation in a particular assumption on the fair value of the 
retained interest is calculated without changing any other assumption. 
In reality, changes in one factor may result in changes in another, 
which might magnify or counteract the sensitivities. 


The credit losses, net of recoveries, of the securitized bond portfolio 
for 2003 were $4 ($23 in 2002). As at December 31, 2003, the 
securitized bond portfolio included bonds of $17 that were 90 days 
or more past due ($24 in 2002). 


The following table summarizes certain cash flows received from 
securitization trusts in 2003, 2002 and 2001: 


2003 2002 2001 

Mortgages Bonds Mortgages Bonds Mortgages Bonds 

Proceeds from new securitizations $ 693 $¢ -|$ 525 $ - § 269 $ = 
Cash flows received on retained interests and servicing fees $ A & -|$ 17 $ ZS S$ 4 


9. Derivative Financial Instruments 


The Company uses derivative instruments for hedging and risk 
management purposes or in replication strategies to reproduce 
permissible investments. The accounting policies for the derivative 
financial instruments are described in Note 1. The Company monitors 
the gap in market sensitivities between liabilities and supporting assets 
for its hedging strategies. That gap is managed within defined tolerance 
limits by, where appropriate, the use of derivative instruments. 

Models and techniques are used by the Company to ensure the 
continuing effectiveness of its hedging Strategies. 
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Derivative instruments are either exchange-traded or over-the-counter 
contracts negotiated between two counterparties. The notional amount 
is the basis for calculating payments and is generally not the actual 
amount exchanged. Since counterparty failure in an over-the-counter 
derivative transaction could render it ineffective for hedging purposes, 
the Company transacts its derivative contracts with counterparties 
rated AA or better. In limited circumstances, the Company will enter 
into transactions with lower rated counterparties if credit enhancement 
features are included. As at December 31, 2003, the Company 

had assets of $94 ($188 in 2002) pledged as collateral for derivative 
contracts. 


The Company has the following amounts outstanding at December 31: 


Notes to the Consolidated Financial Statements 


2003 
Notional Amounts 
Fair Value Term to Maturity Total Credit Risk- 
Under One to Over Notional Equivalent Weighted 
Positive) Net 1 year 5 years 5 years Amount Amount?) Amount®) 
Interest rate contracts $ 249 § CL) S53 Beal SS Sl SS GS) SSIS 361 §$ 7 
Foreign exchange contracts 599 570 892 1,119 1,657 3,668 WHT 21 
Equity and other contracts 385 318 3,836 1,770 ZZ 8,118 Tip Til 25 
Total Ss Ss 7S ae Di, O99 ee 67.0 O49 4 6) 163 Se 249s 5} 
Over-the-counter contracts $ 25,924 
Exchange-traded contracts $ 239 
2002 
Notional Amounts 
Fair Value Term to Maturity Total Credit Risk- 
Under One to Over Notional Equivalent Weighted 
Positive) Net 1 year 5 years 5 years Amount Amount!2) Amount?) 
Interest rate contracts $ 495 $¢ (294) $ 544 SS 7/788) S$ 6401 S$) 14733 S$ 630 $ 14 
Foreign exchange contracts 198 On 740 981 1,894 3,615 397 13 
Equity and other contracts 524 397 Paley 1,943 2,435 6,510 1,223 21 
Total So ay 8S 1Z0e eS) 3 416 eS LOW ZR ete O77 SOmmsen24 Soom oe 2)250neS 48 
Over-the-counter contracts $ 24,192 
Exchange-traded contracts $ 666 


{Used to determine the credit risk exposure if the counterparties were to default. The credit risk exposure is the cost of replacing, at current market rates, all contracts with a positive fair value. 


(2) The credit risk exposure plus an amount for potential future credit exposure. Determined in accordance with guidelines provided by the OSFI. 


(3) This measure is used to determine the amount of capital necessary to support derivative transactions for certain Canadian regulatory purposes. It is determined in accordance with 
guidelines provided by the OSFI, and reflects the credit equivalent amount weighted according to the nature of the derivative and the creditworthiness of the counterparty. 


Fair values of interest rate swap contracts and foreign exchange 
swap contracts are determined by discounting expected future cash 
flows using current market interest and exchange rates for similar 


10. Other Assets and Goodwill 


Other assets consist of the following: 


instruments. Fair values of options, financial futures, and common 
stock index swaps are based on the quoted market prices or the value 
of underlying securities or indices. 


2003 2002 
Accounts receivable She elisha || ede algztsis! 
Investment income due and accrued 53 1,326 
Future income taxes (Note 20) 977 OS2 
Deferred acquisition costs 548 849 
Intangible assets 763 786 
Prepaid expenses 623 536 
Outstanding premiums 389 384 
Capital assets 196 230 
Other 396 419 
Total other assets $ 6460} $ 6,995 


Amortization of deferred acquisition costs charged to income amounted 
to $234 in 2003 ($316 and $305 in 2002 and 2001, respectively). 


Capital assets are carried at a cost of $601 ($630 in 2002), less 
accumulated depreciation and amortization of $405 ($400 in 2002). 


Depreciation and amortization charged to income totalled $67 
($75 and $66 in 2002 and 2001, respectively). 
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Intangible Assets 

In addition to the intangible assets of $763 ($786 in 2002) shown in the 
table above, intangible assets of $744 ($510 in 2002) for investments 
accounted for by the equity method are included in other invested 
assets. Amortization of intangible assets recorded in operating expenses 


during the year was $24 ($17 in 2002 and $4 in 2001). As at 
December 31, 2003, the components of the intangible assets included 
in other invested assets and other assets are as follows: 


2003 2002 
Gross carrying Accumulated Net | Gross carrying Accumulated Net 
amount amortization amount amount amortization amount 
Amortizable intangible assets: [ 
Sales potential of field force $ 400 $ 16 $ 384 | $ 400 $ 6 $ 394 
Asset administration contracts 201 14 187 195 fs) 186 
Banking distribution channel 36 8 28 43 5 38 
Other 3 1 2 Zz 8 1 7 
640 39 601 646 21 625 
Non-amortizable intangible assets: 
Fund management contracts 839 - 839 601 — 601 
Brand name 54 ~ 54 54 ~ 54 
State licenses iG} - 13 16 - 16 
906 - 906 671 ~ 671 
Total intangible assets S Iie Ss oe) SO | yA ak 2 oo SG 
Goodwill 


In addition to the goodwill of $5,573 ($5,969 in 2002) shown on the 
consolidated balance sheets, goodwill of $396 ($209 in 2002) for 
investments accounted for by the equity method is included in other 


invested assets. Goodwill amortization ceased in 2002. The amount 
charged to net investment income or operating expenses was $9 and 
$10, respectively, in 2001. 


Changes in goodwill of subsidiaries and investments accounted for by the equity method are as follows: 


United Corporate 

Canada States Asia Capital Total 
Balance, January 1, 2002 $ Se 9S ZOle 30 $ i) SS oe! 
Acquisitions* 3,815 199 - - 4,014 
Dispositions (20) (32) - = (52) 
Adjustments (Note 3) = 30 - = 30 
Effect of changes in currency exchange rates - (9) = (8) (17) 
Balance, December 31, 2002 3,861 2,204 30 83 6,178 
Acquisitions 190 48 = - 238 
Dispositions (3) (41) (1) = (45) 
Effect of changes in currency exchange rates = (402) = = (402) 
Balance, December 31, 2003 Se O48 Ran mle SOO mmnS 29. «C$ 83 $ 5,969 


* As restated (Note 3). 


11. Actuarial Liabilities and Other Policy Liabilities 


A) Actuarial Policies 

Actuarial liabilities and other policy liabilities represent the estimated 
amounts which, together with estimated future premiums and 

net investment income, will provide for outstanding claims, estimated 
future benefits, policyholders’ dividends, taxes (other than income 
taxes) and expenses on in-force policies. 


In calculating actuarial liabilities and other policy liabilities, assumptions 
must be made about the timing and amount of many events, including 
death, accident or sickness, investment, inflation, policy termination, 
expenses, taxes, premiums, commissions and policyholder dividends. 
The assumptions used by the Company in determining the actuarial 
liabilities are described in detail later in this note. 
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The Company uses best estimate assumptions for expected future 
experience. Uncertainty is inherent in the process, as no one can 
accurately predict the future. Some assumptions relate to events that 
are anticipated to occur many years in the future and are likely to 
require subsequent revision. Additional provisions are included in the 
actuarial liabilities to provide for possible adverse deviations from 

the best estimates. If the assumption is more susceptible to change 
or if the actuary is less certain about the underlying best estimate 
assumption, a correspondingly larger provision is included in the 


actuarial liabilities. 


In determining these provisions, the Company ensures: 

e When taken one ata time, each provision is reasonable with 
respect to the underlying best estimate assumption, and the extent 
of uncertainty present in making that assumption. 

e |n total, the cumulative effect of all provisions is reasonable with 
respect to the total actuarial liabilities. 


B) Composition of Actuarial Liabilities and Other Policy Liabilities 
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With the passage of time and resulting reduction in estimation risk, 
the provisions are released into income. Due to the long-term nature of 


policy liabilities, the margin for possible deviations generally increases 


for contingencies further in the future. The best estimate assumptions 


The actuarial liabilities and other policy liabilities consist of the following: 


and margins for adverse deviations are reviewed annually and 
revisions are made where deemed necessary and prudent. 


2008 
United United Other 

Canada States Asia Kingdom Operations“) Total 
Individual participating life Gy AMOR/S15). | Sh TPIS GS. IOIESS Sh A SHEISIS) au 84 $ 20,758 
Individual non-participating life?) 1,605 3,359 — (27) S18 5,250 
Group life 1,333 116 = 25 - 1,474 
Individual annuities 10,680 HeOrStS - 3,433 = 33,428 
Group annuities 6,181 4,397 - - - 10,578 
Health insurance SplSiil 451 - - 54 3,636 
Total actuarial liabilities 33,665 32,873 Ons PWZ, 451 Paes 
Add: other policy liabilities 784 523 72 178 673 2,230 
Actuarial liabilities and other policy liabilities GS CHA) Gh Sieeiels) BS) INO SS 7A. RS LI OS ister 

2002 
United United Other 

Canada State: Asia Kingdom Operations Total 
Individual participating life $ WO?4)— s 5959 S$ Old. 3S Adsl iS 87 $ 21,429 
Individual non-participating life L525 8,507 (21) 296 10,307 
Group life 1,417 132 = 43 ~ 1,592 
Individual annuities 10,769 Al 375 - 3,718 - 35,862 
Group annuities 6,441 7,084 - - 13,525 
Health insurance 3,375 600 - 395 80 4,450 
Total actuarial liabilities 33,768 43,657 1,011 8,266 463 87,165 
Add: other policy liabilities: 870 551 va 38] 868 2,/47 
Actuarial liabilities and other policy liabilities $ 34,638 $ 44208 $ 1/088 $ S)647 SeSeieissledus9cl2 


Q 


(2 


Primarily business from the run-off reinsurance operations. 
Decrease from 2002 due to the sale of Clarica U.S. in January 2003 (Note 5). 


(3) Consists of policy benefits payable, provisions for unreported claims, provisions for policyholder dividends and provisions for experience rating refunds. 


(4 


As restated (Note 3). 


C) Total Assets Supporting Actuarial Liabilities, 

Equity and Other 
Bonds and mortgages are used extensively to support actuarial 
liabilities, particularly in the annuity and group businesses. Stocks and 
real estate are primarily used to support individual participating life 
insurance business where the Company has some ability to adjust 


policyholder dividends. Equity and other includes assets in both 


insurance and non-insurance operations of the Company. The 
following tables show the total assets supporting actuarial liabilities, 
equity and other: 


2003 

Bonds Mortgages Stocks Real Estate Other Total 

Individual participating life Ry Icy SS Sites SS ETAT HOSA RS aot Rh Zlayss!l0) 
Individual non-participating life 4,124 870 239 5 1,149 6,387 
Group life 1,672 573 17 21 346 2,629 
Individual annuities 28,163 4.535 58 26 4,808 37,590 
Group annuities 8,524 2,436 26 118 781 11,885 
Health insurance 4,431 1,298 15 16 874 6,634 
Equity and other 6,463 248 407 787 10,339 18,244 
Total assets § 66,090 $ 13,601 $ 3473 $ 3,067 $ 22978 $109,209 
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2002” 
Bonds Mortgages Stocks Real Estate Other Total 
Individual participating life $e 12,627 oh A206 6 3 370 7 Gg 2,213 $ 4646 $ 27,090 
Individual non-participating life 7,776 1,451 162 12 2,102 1508 
Group life 1,809 643 il 17 274 2,760 
Individual annuities 30,002 4,988 130 42 4,828 39,990 
Group annuities 10,595 2,845 61 161 1P207 14,869 
Health insurance 4,340 1,330 30 24 917 6,641 
Equity and other 6,218 316 443 754 12,868 20,599 
Total assets o) M3 S07 a lO /99" ep 22) S 3903 4 26849 $ 198 450 
* As restated (Note 3). 
D) Changes in Actuarial Liabilities 
Changes in actuarial liabilities during the year are as follows: 
2003 2002 

Actuarial liabilities, January 1 $ 87,165 | $ 57,858 
Change in liabilities on in-force business (1,777) (3,288) 
Liabilities arising from new policies 3,225 7,110 
Significant changes in assumptions or methodology: 

Gross increases 313 - 

Gross decreases (137) = 
Increase in actuarial liabilities 1,624 | 3,822 
Acquisition - 23,929 
Discontinued operations - 643 
Changes in intrinsic value of options that hedge the GMDB®) (199) 224 
Increases related to the restructuring of Sun Life Assurance and Clarica (Note 4) = 104 
Dispositions and other (4,603) (18) 
Change due to ceding reinsurance agreements (465) = 
Effect of changes in currency exchange rates (8,398) 603 
Actuarial liabilities, December 31 75,124 87,165 
Add: other policy liabilities 2,230 2,747 
Actuarial liabilities and other policy liabilities, December 31 $ 77,354 | $ 89,912 


During the second quarter of 2003, the Company implemented a number of changes to its U.S. actuarial liability calculations. These changes reflect improved modeling capabilities now 
permitted under the updated Canadian Institute of Actuaries Consolidated Standards of Practice and the impact of lower interest rates on the cost of certain guarantees. The net impact of 
these changes resulted in an increase to actuarial liabilities of $6 (gross increases of $143 net of gross decreases of $137). The actuarial liability for segregated fund guarantees was 
increased by approximately $170 in the fourth quarter of 2003 to protect against increased downside risk following the rise in the equity markets. 


(2 


assets in the consolidated balance sheets. 


8) As restated (Note 3). 


E) Fair Value of Actuarial Liabilities, Future Income Taxes 
and Deferred Net Realized Gains 
The fair value of total actuarial liabilities shown in the tables above is 
$81,513 in 2003 and $93,360 in 2002, as restated. Fair value of 
actuarial liabilities is determined by reference to the fair value of the 
assets supporting those liabilities. The fair value of the net deferred 
income tax asset related to life insurance companies is $(25) in 2003 
(carrying value of $426) and $213 in 2002, as restated (carrying value 
of $840). Fair value of income taxes represents the amount that 
would be recognized on the balance sheet if the financial instruments 
were measured at fair value. Deferred net realized gains, which are 
taken into account in establishing the actuarial liabilities, no longer 
exist when financial assets and liabilities are measured at fair value. 
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The changes in intrinsic value of the options that hedge GMDB products are included in the increase in actuarial liabilities in the consolidated statements of Operations and other invested 


F) Assumptions and Measurement Uncertainty 

Mortality 

Mortality refers to the rate at which death occurs for a defined group 
of people. Insurance mortality is generally based on the Company’s 
average five-year experience. For annuities, Company experience is 
combined with industry experience, since the Company’s own 
experience is insufficient to be statistically reliable. Assumed future 
mortality rates on annuities are adjusted to reflect expected 
improvements in mortality. Assumed mortality rates for life insurance 
contracts do not reflect any future improvement which might occur. 


For products where higher mortality would be financially adverse to 
the Company, a 1% increase in the best estimate assumption would 
decrease the net income by $84. For products where lower mortality 
would be financially adverse to the Company, a 1% reduction in 

the mortality assumption would decrease the net income by $30. 


Morbidity 

Morbidity refers to the rate of accident or sickness, and recovery 
therefrom, for a defined group of people. Most of the Company’s 
disability insurance is marketed on a group basis. In Canada, 

the Company offers critical illness policies and long-term care on an 
individual basis. Medical stop-loss insurance is offered on a group 
basis in the United States. In Canada, group morbidity assumptions 
are based on the Company's five-year average experience, modified to 
reflect the trend in recovery rates. For long-term care and critical 
illness insurance, assumptions are developed in collaboration with 
Our reinsurers and are largely based on their experience. In the 
United States, Company experience is used for both medical stop- 
loss and disability assumptions, with some consideration for industry 
experience. Larger provisions for adverse deviation are used for 
those benefits where Company or industry experience is limited. 

For products where the morbidity is a significant assumption, a 1% 
change in that assumption would reduce the net income by $17. 


Investment Return 

The Company generally maintains distinct asset portfolios for each line 
of business. To ensure the adequacy of assets backing the liabilities, 
the Company does cash flow testing using a set of plausible future 
interest rates and economic environments as well as a set of prescribed 
scenarios. In each test, asset and liability cash flows are projected. 
Net cash flows are invested in new assets, if positive, or assets are 
sold to meet cash needs, in accordance with the assumptions in the 
test and the standards of the Canadian Institute of Actuaries. 
Whenever needed, specific assumptions are made for cyclical credit 
risks that exceed the long-term expectation. Deferred net realized 
gains are taken into account in establishing the actuarial liabilities. 


Asset Default 

In addition to the allowances for losses on invested assets outlined in 
Note 8, the actuarial liabilities include an amount of $2,005 determined 
on a pre-tax basis ($1,869 in 2002) to provide for possible future 

asset defaults and loss of asset value. This provision results from a 
reduction in the expected future investment yield or a reduction in the 
value of equity assets recognized in the computation of actuarial 
liabilities. The reduction varies depending on the creditworthiness 

of the class of asset. 


Segregated Fund Guarantees 

The Company has a large volume of accumulation annuities primarily 
in the United States subject to equity market movements. The Company 
also reinsures the guarantees offered on accumulation annuities 
issued by other insurance companies in the United States, although 
the Company no longer accepts new business on these reinsurance 
treaties. The Company monitors its experience for these guarantees 
on a monthly basis, and has hedged a large percentage of its exposure 
with long-dated put options against the S&P 500. 


The Company has a block of unit linked products in the United 
Kingdom which offer guaranteed annuity purchase price options. 
While not segregated fund guarantees, the exposure to the annuity 
options is dependent on the equity market movements. 
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The Company used stochastic modelling techniques which test a large 
number of different scenarios of future market returns to estimate 

the actuarial liability for the various guarantees offered under these 
products. The sensitivity of the actuarial liability to changes in expected 
equity market returns is significant for those blocks of business. 

For example, a 1% reduction in the expected long-term equity market 
return assumption would decrease the net income for segregated 
fund guarantees by $77. 


Interest Rate 

Interest rate risk is the potential for financial loss arising from changes 
in interest rates. For example, the Company is exposed to this risk 
when the cash flows from assets and the policy obligations they support 
are significantly mismatched, as this may result in the need to either 
sell assets to meet policy payments and expenses, or re-invest excess 
asset cash flows under unfavourable interest environments. 


To manage this risk, a matching policy is established for each portfolio 
of assets and related liabilities. Asset/liability management programs 
are in place to implement this policy. The primary approach used 

is duration gap analysis, which measures the sensitivity of assets and 
liabilities to interest rate changes across the entire yield curve. Key 
rate duration analysis is used to examine the duration gap of assets 
and liabilities at discrete intervals on the yield curve. These gaps are 
managed within specified tolerance limits. 


Interest rate sensitivity is provided for in the actuarial liabilities for 
all policies, with adequate provisions to absorb moderate changes in 
interest rates. 


For certain product types, including participating insurance and 
certain forms of universal life policies and annuities, the effect of 
changes in the interest rate environment will be largely passed through 
to policyholders as changes to the amount of dividends declared 

or to the rate of interest credited. These changes occur routinely as 
interest rates change, and reflect the normal operation of these 
policies according to their contractual terms. 


For the Company’s actuarial liabilities, an immediate 1% parallel 
increase In interest rates at December 31, 2003 across the entire yield 
Curve, assuming the Company was unable to take any investment 
action to mitigate the impact of this change, would result in an 
estimated increase in net income of $145. Conversely, an immediate 
1% parallel decrease in interest rates, again, assuming no other 
investment action, would result in an estimated decrease in net income 
of $252. These sensitivities do not reflect any hedging that has taken 
place since year-end. 


Among the different lines of insurance business, annuities are one of 


the most sensitive to changes in interest rates. Asset and liability cash 
flows by year for this business are set out in the table below. 
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2003 

Under 1 to Over 5 years Over 

1 year 5 years to 10 years 10 years Total 
Canada 
Assets G S508 G Geiee GS Ae Gh eMeyiy sy azlopilsis} 
Liabilities 3,486 8,946 3,972 9,121 ZS) VAS 
Cash flow gap $ LOZ eben 4 32) aS 212 Sy OA Ss (807) 
United States 
Assets G 2758 8 We & Geol Gs Bulilsy 85 epic” 
Liabilities 2,849 Seay 7,294 6,537 30,431 
Cash flow gap $ 909 $ (2,039) $ 1,307 $ (1,424) $ (1,247) 
United Kingdom 
Assets $ 364 §$ 970 $ 1,309 $ 5031 $ 7,674 
Liabilities 265 1,053 1,297 Oy AA) 7,736 
Cash flow gap $ 99 $ (83) $ 12 $ (90) $ (62) 


Policy Termination Rates 

Policyholders may allow their policies to terminate prior to the end 

of the Contractual Coverage period by choosing not to continue to pay 
premiums or by exercising one of the non-forfeiture options in the 
contract. Assumptions for termination experience on life insurance 
are generally based on the Company’s average five-year experience. 
Termination rates vary by plan, age at issue, method of premium 
payment and policy duration. For universal life contracts, it is also 
necessary to set assumptions about premium cessation occurring prior 
to termination of the policy. Studies prepared by industry or actuarial 
bodies are used for certain products where the Company’s experience 
is too limited to be statistically valid. 


For individual life insurance products where fewer terminations 

would be financially adverse to the Company, net income would be 
decreased by $56 if the termination rate assumption was reduced by 
10% starting in policy year six (5% for participating policies and policies 
with adjustable premiums). For products where more terminations 
would be financially adverse to the Company, net income would be 
decreased by $61 if an extra 1% of the in-force policies were assumed 
to terminate each year beginning in policy year six (0.5% for 
participating policies and policies with adjustable premiums). 


Operating Expenses and Inflation 

Actuarial liabilities provide for future policy-related expenses. These 
include the costs of premium collection, claims adjudication and 
processing, actuarial calculations, preparation and mailing of policy 
statements and related indirect expenses and overhead. Expense 
assumptions are mainly based upon recent Company experience 
using an internal expense allocation methodology. The increases 


G) Reinsurance Agreements 


assumed in future expenses are consistent with the inflation rate 
used in the scenario testing under the standards established by the 
Canadian Institute of Actuaries. The sensitivity of actuarial liabilities to 
a 10% increase in unit expenses Company-wide would result in a 
decrease in net income of $238. 


Provision for Policyholder Dividends 

An amount equal to the policyholder dividends expected to be allotted 
to policyholders over the next twelve months is Shown as a provision 
for policyholder dividends. Actuarial liabilities provide for the payment 
of future policyholder dividends beyond the next twelve months. Both 
liabilities are determined taking into account the scale of dividends 
approved by the Board and the expectation that future dividends will 
be adjusted to reflect future experience. Policyholder dividends of 
$753 are included in policyholder dividends and interest on claims 
and deposits in the consolidated statements of operations ($856 and 
$737 in 2002 and 2001, respectively). 


G) Reinsurance Agreements 

Reinsurance is used primarily to limit exposure to large losses. 

The Board approves the Company's individual life insurance retention 
policy and limits which require that such arrangements be placed 
with well-established, highly rated reinsurers. Coverage is well 
diversified and controls are in place to manage exposure to 
reinsurance counterparties. While reinsurance arrangements provide 
for the recovery of claims arising from the liabilities ceded, the 
Company retains primary responsibility to the policyholders. 

The effect of reinsurance on premiums and payments to 
policyholders, beneficiaries and depositors is summarized as follows: 


2003 2002 2001 


Premiums: 
Direct premiums 
Reinsurance assumed 
Reinsurance ceded 


Payments to policyholders, beneficiaries and depositors: 
Direct payments 
Reinsurance assumed 
Reinsurance ceded 


$ 13,688 | $ 15,061 $ 9,722 
723 577 169 

(868) (763) (454) 
13,543 14,875 9,437 


GS 2 ee) SS ullilbisistsy, 85 Gees 
809 sil 230 
(919) (408) (292) 


12,812 


Actuarial liabilities are shown net of ceded reinsurance of $2,528 in 2003 ($1,805 in 2002). 
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H) Role of the Appointed Actuary 

The Appointed Actuary is appointed by the Board and is responsible 
for ensuring that the assumptions and methods used in the valuation 
of policy liabilities are in accordance with accepted actuarial practice, 
applicable legislation and associated regulations or directives. 


The Appointed Actuary is required to provide an opinion regarding the 
appropriateness of the policy liabilities at the balance sheet dates to 
meet all obligations to policyholders of the Company. Examination of 
supporting data for accuracy and completeness and analysis of 
Company assets for their ability to support the amount of policy liabilities 
are important elements of the work required to form this opinion. 


12. Other Liabilities 


Other liabilities consist of the following: 


Notes to the Consolidated Financial Statements 


The Appointed Actuary is required each year to analyze the financial 
condition of the Company and prepare a report for the Board. 

The 2003 analysis tested the capital adequacy of the Company until 
December 31, 2007 under various adverse economic and business 
conditions. The Appointed Actuary reviews the calculation of the 
Company’s Canadian Minimum Continuing Capital and Surplus 
Requirements (MCCSR) ratio, which is calculated on its worldwide 
insurance operations. The MCCSR ratio at December 31, 2003 was 
well in excess of the minimum requirement. In addition, foreign 
operations and foreign subsidiaries of the Company must comply with 
local capital requirements in each of the jurisdictions in which they 
operate. Furthermore, the Company is required to appropriate retained 
earnings of $2,406 ($2,246 in 2002). All of these regulatory requirements 
constrain the Company’s ability to distribute its retained earnings. 


2003 2002* 
Accounts payable S Sse |S sizes! 
Bond repurchase agreements 1,458 1,570 
Accrued expenses and taxes 1,425 1,041 
Borrowed funds (Note 13) 123 306 
Future income taxes (Note 20) 5il5 346 
Provisions for future policyholder costs es) 227 
Other 733 | 897 
Total other liabilities $ 7,795 | $ 7,635 


* As restated (Note 3). 
The Company enters into bond repurchase agreements for operational 
funding and liquidity purposes. Bond repurchase agreements have 


maturities ranging from 2 to 135 days, averaging 35 days, and bearing 
interest rates averaging 2.67% as at December 31, 2003 (2.82% in 


13. Borrowed Funds 


The following obligations are included in borrowed funds: 


2002). As at December 31, 2003, the Company had assets with a 
total market value of $1,457 ($1,566 in 2002) pledged as collateral for 
the bond repurchase agreements. 


Currency of Borrowing Maturity 2003 2002 
Bank credit facilities U.S. dollars 2005aeS Bs) |S 237 
Encumbrances on real estate Canadian dollars 2004-2012 34 28 
U.S. dollars 2004-2014 50 41 
Total borrowed funds $ 1283 | ss 306 
{Ata floating rate, linked to London InterBank Offered Rate. 
At December 31, 2003, aggregate maturities of encumbrances on real estate are as follows: 
Year Amount 
2004 $ 13 
2005 3 
2006 6 
2007 ills) 
2008 17 
Thereafter 30 
Total $ 84 
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At December 31, 2003, bank credit facilities are $39 ($237 in 2002) 
and the weighted average interest rates related to those borrowings is 
1.47% (2.05% in 2002). The U.S. dollar bank credit facility is secured 
by the future distribution fee stream of the mutual funds under the 
management of MFS. 


14. Subordinated Debt 


The following obligations are included in subordinated debt: 


At December 31, 2008, the Company had $323 in a line of credit from 
a financial institution of which $284 was unused. This line of credit 
has a term of two years. 


Interest expense for the borrowed funds was $15, $26 and $30 for 
2003, 2002 and 2001 respectively. 


Currency Interest Rate Maturity 2003 2002 
Subordinated debentures™ Canadian dollars 5.80% ZOIS IS PIB) SS 253 
Subordinated debentures?) Canadian dollars 6.65% 2015 300 300 
Subordinated debentures® Canadian dollars 6.15% 2022 799 799 
Subordinated debentures“ Canadian dollars 6.30% 2028 150 150 
Subordinated notes U.S. dollars 6.63% 2007 35 236 
Subordinated notes U.S. dollars 7.25% 2015 193 236 
Cumulative capital securities® U.S. dollars 8.53% 7714 948 
Total See OAM ibe a22922 
Fair value SS 2 AAl WAS SRIae) 


(After May 15, 2008, interest is payable at 1% over the 90-day Bankers’ Acceptance Rate. Redeemable in whole or in part at any time. 
(2) After October 12, 2010, interest is payable at 1% over the 90-day Bankers’ Acceptance Rate. Redeemable in whole or in part at any time prior to October 12, 2010. 


On or after October 12, 2010, redeemable in whole on interest payment date. 


3) |ssued June 25, 2002. After June 30, 2012, interest is payable at 1.54% over the 90-day Bankers’ Acceptance Rate. Redeemable in whole or in part at any time. 


(4) Redeemable in whole or in part at any time. 


) On May 6, 1997, Sun Life of Canada (U.S.) Capital Trust |, a Delaware statutory business trust of the Company, issued U.S.$600 of 8.53% cumulative capital securities (Securities). These 
Securities have no scheduled maturity date. Distributions are payable semi-annually in arrears and are indirectly guaranteed by Sun Life Assurance Company of Canada on a subordinated 
basis. As at December 31, 2003, the Securities have been reclassified from cumulative capital securities of a subsidiary to subordinated debt on the consolidated balance sheets. 


Fair value is based on market prices for the same or similar 
instruments as appropriate. Interest expense on subordinated debt 
was $194, $166 and $138 for 2003, 2002 and 2001, respectively. 


On September 16, 2003, the Company’s wholly-owned subsidiary, 
Sun Canada Financial Co. notified the holders of its 6.63% U.S. dollar 
subordinated notes of its offer to redeem the notes prior to the 
maturity date of December 15, 2007. When the offer expired on 
September 23, 2003, $165 (81.6% of the originally issued notes) had 


been redeemed. Redemption premiums of $24 ($14 net of taxes) were 
recorded in net investment income in 2003. 


On January 28, 2002, the Company redeemed $300 principal amount 
of debentures prior to the maturity date. Redemption premiums of 
$30, net of taxes of $7, were recorded in 2001. 


All of the subordinated debt and cumulative capital securities qualify 
as capital for Canadian regulatory purposes. 


15. Non-controlling Interests in Subsidiaries 


Non-controlling interests in the consolidated balance sheets consist of the following: 


2003 2002 
SLEECS issued by the Trust C150 Se 150 
Preferred shares of Sun Life Assurance Company of Canada” 155 158 
Non-controlling interests in MFS and McLean Budden Limited 31 48 


Total non-controlling interests in subsidiaries 


{) These preferred shares were issued by Clarica before amalgamating with Sun Life Assurance. 


Non-controlling interests in net income of subsidiaries include the 
preferred shares dividend payments of $7 ($5 in 2002 and nil in 2001), 
non-controlling interests in the Trust of $51 ($45 in 2002 and $7 in 
2001) and non-controlling interests in MFS and McLean Budden 
Limited of $7 ($33 in 2002 and $61 in 2001). 
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On June 25, 2002, the Trust, a controlled trust of Sun Life Assurance 
Company of Canada, issued $200 of non-voting Sun Life ExchangEable 
Capital Securities — Series B (SLEECS Series B). Holders of the SLEECS 
Series B are entitled to receive a semi-annual non-cumulative fixed 
cash distribution of $35.465 per SLEECS Series B, representing an 
annual yield of 7.093% of the one thousand dollar initial issue price, 


payable out of the Trust’s net distributable funds. The SLEECS Series B 
are subject to terms that are similar to those of the prior Sun Life 
ExchangEable Capital Securities Series A (SLEECS Series A) offering as 
described below. The proceeds of this offering were used for general 
corporate purposes, including investments in subsidiaries. 


On October 19, 2001, the Trust issued $950 of non-voting SLEECS 
Series A. Holders of the SLEECS Series A are entitled to receive a semi- 
annual non-cumulative fixed cash distribution of $34.325 per SLEECS 
Series A, representing an annual yield of 6.865% of the one thousand 
dollars initial issue price, payable out of the Trust’s net distributable 
funds. If Sun Life Assurance Company of Canada has not declared 
dividends on its Class B Non-cumulative Preferred Shares Series A 

or on any of its preferred shares listed on a stock exchange, cash 
distributions will not be made on the SLEECS Series A. Subject to 
regulatory approval, the Trust may redeem the SLEECS Series A at any 
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time after the fifth anniversary of the date of issuance and, in certain 
limited circumstances, may also redeem the SLEECS Series A during 
the first five years. The holders of the SLEECS Series A have the right at 
any time to surrender each one thousand dollars face amount of 
SLEECS Series A and to receive from the Trust in exchange 40 Class A 
Non-cumulative Preferred Shares Series Z of Sun Life Assurance 
Company of Canada, subject to compliance with the Declaration of 
Trust. Proceeds of issuing the SLEECS Series A were used to finance in 
part the acquisition of Keyport and IFMG. Both SLEECS Series A and 
SLEECS Series B qualify as capital for Canadian regulatory purposes. 


Pursuant to the Share Exchange Agreement, Sun Life Financial Inc. 
and Sun Life Assurance Company of Canada agreed that if the Trust 
fails to pay on any regular distribution date the required cash 
distributions on the SLEECS in full, Sun Life Assurance Company of 
Canada will not pay dividends on its public preferred shares. 


16. Share Capital and Normal Course Issuer Bid 


The authorized share capital of Sun Life Financial Inc. consists of the 

following: 

e Anunlimited number of common shares without nominal or 
par value. Each common share is entitled to one vote at meetings 
of the shareholders of Sun Life Financial Inc. There are no 
pre-emptive, redemption, purchase or conversion rights attached 
to the common shares. 


e An.unlimited number of Class A and Class B non-voting preferred 
shares, issuable in series. The Board is authorized to fix before 
issuing the shares, the number, the consideration per share, 
the designation of and the rights and restrictions of the Class A 
and Class B shares of each series, subject to the special rights and 
restrictions attached to all the Class A and Class B shares. 


The changes and the number of shares issued and outstanding are as follows: 


2003 2002 2001 
Number Number Number 
of shares Amount of shares Amount of shares Amount 
Common shares (in millions of shares) 
Balance, January 1 618 $ 7,420 432 ~“$ 1,100 422 $ 795 
Common shares issued, net of issuance costs and fair 
value of stock options granted as consideration for 
business acquisition (Note 3) 2 63 185 6,281 - - 
Shares issued for cash - ~ - - 11 330 
Stock options exercised (Note 18) 1 28 1 39 - ~ 
Commissions and offering costs, net of taxes - - - - ~ (23) 
Common shares purchased for cancellation (18) (222) ~ - Gil) (2) 
Common shares cancelled for lost policyholders (3) - - - - - 
Balance, December 31 600 $ 7,289 CISPe Sr 7 420 AS29552 e100 


On February 12, 2003, the Company announced that the Board of 
Directors had authorized the purchase of up to 31 million common 
shares, representing approximately 5% of the common shares issued 
and outstanding at that time. The purchases are made under a normal 
course issuer bid in accordance with the rules of The Toronto Stock 
Exchange (Exchange). The normal course issuer bid covers the period 
from February 14, 2003 to January 5, 2004, unless the maximum 
number of common shares is purchased before January 5, 2004. 
Transactions are executed on the Exchange at the prevailing market 
price in amounts and times determined by the Company. The Company 
will make no purchases of common shares other than open-market 
purchases. The shares purchased as part of the normal course issuer 
bid are cancelled following purchases. As at December 31, 2003, 


the Company had purchased approximately 18 million of its common 
shares at an average price of $28.88 per share for a total amount 

of $527. Of this amount, purchases of approximately $6 were not 
cancelled until January, 2004. An additional $5 were subscribed for 
but not settled at December 31, 2003. 


On January 8, 2004, the Company announced that the Board of 
Directors had authorized the purchase of up to 30 million common 
shares, representing approximately 5% of the common shares issued 
and outstanding at that time. The purchases will be made under 

a renewed normal course issuer bid pursuant to the rules of the 
Toronto Stock Exchange. 
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In accordance with the provisions of the Demutualization Plan of 

Sun Life Assurance Company of Canada and the share capital by-law 
of Sun Life Financial Inc., unclaimed demutualization benefits issued 
to eligible policyholders whose addresses were not known to the 
Company (lost policyholders) were cancelled on February 22, 2003. 
The unclaimed demutualization benefits that were cancelled on 
February 22, 2003 include approximately three million common shares 
of Sun Life Financial Inc. with a nominal share capital, accumulated 
dividends of approximately $3 and demutualization benefits payable 
in cash of approximately $10. Under the Demutualization Plan, lost 
policyholders may claim their cancelled demutualization benefits 


(including all unpaid dividends on shares) at any time without interest. 


17. Earnings per Share 


On October 4, 2001, Sun Life Financial Inc. issued 11 million common 
shares at $30.00 per share for $330. Underwriting commissions 

and offering costs of issuing the common shares amounted to $23 and 
were deducted from the share capital of Sun Life Financial Inc. 
Proceeds of issuing the common shares were used to finance in part 
the acquisition of Keyport and IFMG. 


Commencing in May 2001, pursuant to a one-year normal course 
issuer bid, the Company purchased and cancelled approximately one 
million of its common shares at an average price of $32.00 per share 
for a total amount of $35. 


2003 2002 2001 


Basic Earnings per Share 
Shareholders’ net income from continuing operations 
Income (loss) from discontinued operations, net of income taxes 


{ 


Shareholders’ net income $ 1,309 | $ 998 $¢$ 88 
Shareholders’ net income excluding goodwill amortization GS levee) |). 998 $ 901) 


2 


Weighted average number of shares outstanding (in millions) 608 543 424 
Basic earnings per share from continuing operations $ PSS” ERS L9ty aS 2.08 
Basic earnings (loss) per share from discontinued operations <5 Woe C07) = 
Basic earnings per share $ Polis) ks 184 $ 2.08 
Basic earnings per share excluding goodwill amortization $ Pes |S 184 §$ 2A} 


Diluted Earnings per Share 


Shareholders’ net income from continuing operations ISOS) |S: ioeya 6 882 
Less: Effect of stock options of subsidiaries™ - 3 5 
Shareholders’ net income from continuing operations on a diluted basis Sy IL SOS) 5) OSS 877 
Income (loss) from discontinued operations, net of income taxes = (36) = 
Shareholders’ net income on a diluted basis $ 1,309 | $ 995 $ 877 
Shareholders’ net income excluding goodwill amortization on a diluted basis $ laste) | Ss Siels) GS 8962) 
Weighted average number of shares outstanding on a diluted basis (in millions) 6082) 543°) 424 


Diluted earnings per share from continuing operations 
Diluted earnings (loss) per share from discontinued operations 


$ AMG | 85 190 $ 2.07 
(0.07) = 


Diluted earnings per share 
Diluted earnings per share excluding goodwill amortization 


$ PMS) || SS sis} 5 2.07 
SS AuIB |S 1.83 $ Zaid 


© The effect of stock options is calculated based on the treasury stock method requirements which assume that unrecognized compensation as well as any proceeds from the exercise of the 
options would be used to purchase common shares at the average market prices during the period. 


(2 


goodwill amortization. 
3 


common shares of Sun Life Financial Inc. 
(4 


Goodwill amortization of $19 for the year ended December 31, 2001 was added back to shareholders’ net income for the calculation of basic and diluted earnings per share excluding 
Clarica stock options have been included in the calculations of the diluted earnings per share for the years ended December 31, 2003 and 2002, as they are exercisable to acquire 


Options to purchase approximately 4 million shares of Sun Life Financial Inc. at the average exercise price of $33.22 per share were outstanding as at December 31, 2003. 


However, they were not included in the diluted earnings per share calculations, because their exercise prices were greater than the average market price of the common shares. 
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18. Stock-based Compensation 


Stock Option Plans 

Sun Life Financial Inc. granted stock options to certain employees and 
directors under the Executive Stock Option Plan and the Director 
Stock Option Plan and to all eligible employees under the Special 2001 
Stock Option Award Plan. These options may be exercised at the 
closing price of the common shares on the Exchange on the trading 
day preceding the grant date. The options granted under the stock 
option plans will vest at various times: over a five-year period under the 
Executive Stock Option Plan, two years after the grant date under 

the Special 2001 Stock Option Award Plan and over a two-year period 
or immediately upon death or attainment of the mandatory age for 
retirement under the Director Stock Option Plan. All options have a 
maximum exercise period of 10 years. The maximum number of 
common shares that may be issued under the Executive Stock Option 
Plan, the Special 2001 Stock Option Award Plan and the Director Stock 
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Option Plan are 29,525,000 shares, 1,150,000 shares and 150,000 
shares, respectively. Effective April 2, 2003, further grants under the 
Sun Life Financial Inc. Director Stock Option Plan were discontinued. 


As described in Note 3, all of the Clarica stock options vested 
immediately prior to the closing date of the acquisition and each 
unexercised Clarica stock option outstanding on May 29, 2002 became 
exercisable to acquire common shares of Sun Life Financial Inc. These 
Clarica stock options are included with those of Sun Life Financial Inc. 
in the following tables. 


The activities in the stock option plans for the years ended December 
31 are as follows: 


2003 2002 2001 

Number of Weighted Number of Weighted Number of Weighted 
stock options average stock options average stock options average 
(thousands) exercise price (thousands) exercise price (thousands) exercise price 
Balance, January 1 TAZ es 29184. Db Sdbe "Ss "2537 $ e 
Granted 4,778 27.70 4 467 33.16 aya 29.86 
Granted as consideration for business acquisition (Note 3) = — 4,503 24.78 = - 
Exercised 863 23.88 1,196 22.58 ~ - 
Forfeited 1,097 31.07 898 30.82 166 29.60 
Balance, December 31 IBIS Sy ASL 12421 $ 29.84 5545 S$ "29.87 
Exercisable, December 31 5,291 $ 28169 4,065 $ 26.37 PS SOO 

The stock options outstanding and exercisable as at December 31, 2003, by exercise price, are as follows: 

Options Outstanding Options Exercisable 
Number of Weighted average Weighted Number of Weighted 
stock options remaining average stock options average 
(thousands) contractual exercise price (thousands) exercise price 
Range of exercise prices life (years) 

$19.05 to $25.28 1,224 Sys) Sh IIS} U224 “GS 92193 
$26.87 to $30.91 8,872 8.2 28.47 1,976 2905 
$31.00 to $33.53 5,062 8.1 82575 Z,05l 32:15 
$36.50 to $38.50 81 tS 36.69 40 36.70 
15,239 8.1 $ 29.41 BZ9Mi ea T2869 


The weighted average fair values of the stock options, calculated using 
the Black-Scholes option-pricing model, granted during the year 
ended December 31, 2003 was $7.61 ($10.62 and $9.66 for 2002 and 


2001, respectively). The assumptions for Black-Scholes option pricing 
model to determine the fair value as at December 31 are as follows: 


Weighted-average assumptions. 2003 2002 2001 
Risk-free interest rate 5.0% 5.4% 4.2% to5.4% 
Expected volatility 25.0% 25.0% 26.0% 
Dividend yield 2.5% 1.7% 1.5% 
Expected life of the option (in years) 7 7 i 


For the options issued prior to January 1, 2001, no compensation 
expense was recognized as the option’s exercise price was not less 
than the market price of the underlying stock on the day of grant. 
When the options are exercised, the proceeds received are credited 
to common shares. 


Employee Share Ownership Plan 

The Company matches employees’ contributions to the Sun Life 
Financial Employee Stock Plan (Plan) for eligible employees in Canada 
who may contribute from 1% to 20% of their base earnings to 

the Plan. The Company matches 50% of the lower of the employee 
contributions and 5% of the employee's base earnings to an annual 
maximum of one thousand five hundred dollars. The Company’s 


contributions vest immediately and are expensed. 
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Other Stock-based Compensation Plans 

All other stock-based compensation plans use notional units that are 
valued based on Sun Life Financial Inc.’s common share price on 
the Toronto Stock Exchange. Any fluctuation in the Sun Life Financial 
Inc.'s common share price changes the value of the units, which 
affects the Company's stock-based compensation expense. Upon 
exercise of these units, payments are made to the employees with a 
corresponding reduction in the accrued liability. In 2003, an aggregate 
expense of $9 ($2 and $1 for 2002 and 2001, respectively), was 
recognized in operating expenses in the consolidated statements of 
operations for changes in the amount of the Company's liability for 
these units. Details of these plans are as follows: 


Senior Executives’ Deferred Share Unit (DSU) Plan: Under the DSU 
plan, designated executives may elect to receive all or a portion of 
their annual incentive award (which is expensed for the year awarded 
in operating expenses in the consolidated statements of operations) 
in the form of DSUs. Each DSU is equivalent to one common share 
and earns dividend equivalents in the form of additional DSUs at the 
same rate as the dividends on common shares. The designated 
executives must elect to participate in the plan prior to the beginning 
of the plan year and this election is irrevocable. Awards generally vest 
immediately, however, participants are not permitted to redeem the 
DSUs until termination, death or retirement. The value at the time 

of redemption will be based on the fair market value of the common 
shares immediately before their conversion. As at December 31, 2003, 
there were 582,031 units outstanding (344,989 and 194,746 for 2002 
and 2001, respectively). 


19. Operating Expenses 


Operating expenses consist of the following: 


Restricted Share Unit (RSU) Plan: Under the RSU plan, participants 
are granted units that are equivalent to one common share and 

have a fair market value of a common share on the date of grant. 

Plan participants must hold RSUs for 36 months from the date of grant. 
RSUs earn dividend equivalents in the form of additional RSUs at 

the same rate as the dividends on common shares. The redemption 
value is the fair market value of an equal number of common shares. 
As at December 31, 2003, there were 663,753 RSUs awarded and 
outstanding (176,379 and nil for 2002 and 2001, respectively). 


Performance Share Unit (PSU) Plan: Under the PSU plan, participants 
are granted units that are the equivalent to one common share and 
have a fair market value of a common share on the date of grant. 

Plan participants must hold PSUs for 36 months from the date of grant. 
PSUs earn dividend equivalents in the form of additional PSUs at 

the same rate as the dividends on common shares. No PSUs will vest 
or become payable unless the Company meets its threshold targets 
with respect to specified performance targets. The plan provides 

for an enhanced payout if the Company achieves superior levels 

of performance to motivate participants to achieve a higher return for 
shareholders. 


Payments to participants are based on the number of PSUs earned 
multiplied by the market value of the common shares at the end of the 
three-year performance period. As at December 31, 2003 no PSUs 
were awarded and outstanding. 


2003 2002 2001 
Compensation costs $5 O10 1S 1.684. 1,598 
Premises and equipment costs 287 299 264 
Restructuring and other related charges (Note 4) 128 158 = 
Capital asset depreciation and amortization (Note 10) 67 76 66 
Goodwill amortization (Note 10) = - 10 
Other™ 1,096 605 628 
Impact of discontinued operations = (43) = 
Total operating expenses S, 3,088: || $5 .2:779.. § 2.496 


{Other for 2003 includes a $338 pre-tax provision for MFS regulatory issues and other actions. 
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20. Income Taxes 


In the consolidated statements of operations, the income tax expense for the Company’s worldwide operations has the following components: 


20038 2002 2001 
Continuing Operations 
Canadian income tax expense (benefit): 
Current $ Sil | 3 116 §$ 23 
Future 222 (72) 113 
Total 283 44 136 
Foreign income tax expense (benefit): 
Current 235 69 236 
Future (131) (15) (66) 
Total 104 54 170 
Income tax expense related to continuing operations 387 98 306 
Discontinued Operations 
Foreign income tax expense (benefit): 
Current - (1) - 
Future - 11 - 
Total = 10 - 
Income tax expense related to discontinued operations - 10 - 
Total income taxes $ 387) 5S 108 $ 306 


The after tax undistributed earnings of most non-Canadian subsidiaries — repatriated, additional taxes that would be payable are estimated 
would be taxed only upon their repatriation to Canada. The Company to be $67 as at December 31, 2003 ($56 and $33 in 2002 and 2001, 
recognizes a future tax liability, if any, on these undistributed earnings —_ respectively). 

to the extent that management expects they will be repatriated in 

the foreseeable future. As repatriation of such earnings is not currently |The Company’s effective worldwide income tax rate differs from the 


planned, the Company has not recognized the future tax liability. combined Canadian federal and provincial statutory income tax rate, 
lf the undistributed earnings of all non-Canadian subsidiaries were as follows: 
2003 2002 2001 
% ee ¥ 
Net income from continuing operations ay lL atols! Sy 1/033 $ 881 
Add: Income taxes 387 98 306 
Non-controlling interests in net income of subsidiaries 65 83 68 


Net income from continuing operations before income taxes 
and non-controlling interests in net income of subsidiaries 


Taxes at the combined Canadian federal and 
provincial statutory income tax rate $ 607 34.5 | $ 456 SWAS) ES 520 41.4 


Increase (decrease) in rate resulting from: 
Higher (lower) effective rates on income 

subject to taxation in foreign jurisdictions (134) (7.6) (183) (15.1) (193) (15.4) 
Tax (benefit) cost of unrecognized losses (37) (221) (103) (8.5) (23) (1.8) 
Tax exempt investment income (91) (Sal) (107) (8.8) (39) (8:1) 
Capital taxes ll 0.6 8 0.7 6 0.5 
Changes to statutory income tax rates 29 1.6 (2) (0.2) 6 0.5 
Other Es 0.1 29 2.4 29 ees) 
Company's effective worldwide income taxes $ 387 220 GIES 98 Silos 306 24.4 
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The Company has accumulated tax losses, primarily in the United 
Kingdom, totaling $2,530 ($3,282 in 2002). The benefit of these tax 
losses has been recognized to the extent that they are more likely than 
not to be realized in the amount of $320 ($581 in 2002, as restated) 

in future income taxes. The Company will realize this benefit in future 
years through a reduction in current income taxes as and when 

the losses are utilized. These tax losses are subject to examination by 


various tax authorities and could be reduced as a result of the 
adjustments to tax returns. Furthermore, legislative, business or other 
changes may limit the Company's ability to utilize these losses. 


The following is future tax assets and liabilities in the consolidated 
balance sheets by source of temporary differences: 


2003 2002 

Assets Liabilities Assets Liabil 
Investments $ 182 $ 613 | $ 229 § 629 
Actuarial liabilities 54 (78) (68) (196) 
Deferred acquisition costs 324 (9) 300 24 
Losses available for carry forward 506 (AD) 702 (165) 
Other 214 106 ise 54 
1,280 515 L316 346 
Valuation allowance (303) ~ (284) = 
Total Suis 5h |S 1082 § 346 


* As restated (Note 3). 


Future income taxes are the result of temporary differences between 
the carrying amounts of assets and liabilities for financial reporting 
purposes and the amounts used for income tax purposes. The sources 


of these temporary differences and the recognized tax effects for 
continuing operations in the consolidated statements of operations 
are as follows: 


2003 2002 2001 
Investments $ (65)| $ (128) $ 273 
Actuarial liabilities 113 454 (188) 
Deferred acquisition costs (144) (128) (166) 
Losses (incurred) utilized 148 (268) 158 
Other 39 (17) (30) 
Future income tax expense (benefit) related to continuing operations $ 91 | $ (87) §$ 47 


21. Commitments, Guarantees and Contingencies 


Lease Commitments 
The Company leases offices and certain equipment. These are 
operating leases with rents charged to operations in the year to which 


2004 2005 2006 2007 2008 


they relate. Total future rental payments for the remainder of these 
leases are as follows: 


Thereafter 


Future rental payments $ 


Contractual Commitments 
In the normal course of business, various contractual commitments 
are outstanding which are not reflected in the consolidated financial 


120 $ IO Com 80 $ 46 $ 164 


statements. At December 31, 2008, there were outstanding contractual 
commitments as follows: 


Expires in Expires in Expires in 
30 days 31 to 366 days 2005 or later Total 


Contractual commitments 


The majority of these commitments are to extend credit under 
commercial and residential mortgage loans and private placements. 


Letters of Credit 

The Company issues commercial letters of credit in the normal course 
of business. At December 31, 2003, letters of credit in the amount 

of $514 have been issued. 
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$ Ona OOCmEES 543. $ 1,700 


Reinsurance Matters 

Certain of the arrangements in the Company's run-off reinsurance 
operations are subject to litigation or arbitration. In particular, the 
Company has been engaged in arbitration proceedings in the 

United States and England with certain of the companies that have 
contracts to provide reinsurance to the Company. Those companies 
are disputing their obligation to provide retrocession cover to the 
Company under their respective contracts of reinsurance. In late 2003 
the Company initiated arbitration proceedings against two such 


’ 


companies including its largest retrocessionaire. The Unicover dispute 
that was discussed in Note 26 of the 2002 annual report has been 
largely resolved, other than in respect of recovery from some of the 
Company's retrocessionaires who are disputing coverage. 


The liabilities of the Company under these arrangements are subject 
to measurement uncertainty, but they are not expected to have 

a material adverse effect on the consolidated financial position of 
the Company. 


Indemnities 

In the normal course of its business, the Company has entered into 
agreements that include indemnities in favour of third parties, such as 
purchase and sale agreements, confidentiality agreements, engagement 
letters with advisors and consultants, outsourcing agreements, 

leasing contracts, trademark licensing agreements, underwriting and 
agency agreements, information technology agreements, distribution 
agreements and service agreements. These indemnification agreements 
may require the Company to compensate the counterparties for losses 
incurred by the counterparties as a result of breaches in representation 
and regulations (including tax matters) or as a result of litigation 
claims or statutory sanctions that may be suffered by the counterparty 
as a consequence of the transaction. The Company has also agreed to 
indemnify its directors and certain of its officers and employees in 
accordance with the Company’s by-laws. The indemnification provisions 
in these agreements may require the Company to compensate the 
counterparties to the agreements for damages, losses and costs they 
incur in connection with the agreements. These indemnification 
provisions will vary based upon the nature and terms of the agreements. 
In many cases, these indemnification provisions do not contain limits 
on the Company’s liability and the occurrence of contingent events 
that will trigger payment under these indemnities is difficult to predict. 
As a result, the Company cannot estimate its maximum potential 
liability under these indemnities. The Company believes that the 
likelihood of conditions arising that would trigger these indemnities is 
remote and, historically, the Company has not made any significant 
payment under such indemnification provisions. 


In certain cases, the Company has recourse against third parties with 
respect to the aforesaid indemnities and the Company also 
maintains insurance policies that may provide coverage against 
certain of these claims. 


Legal and Regulatory Proceedings 

On February 5, 2004, MFS reached settlements with U.S. federal 

and state regulators related to administrative proceedings against MFS 
alleging false and misleading information in certain MFS fund 
prospectuses regarding market timing and related issues. Under the 
terms of the settlements, MFS neither admitted nor denied wrongdoing. 
As part of the settlement with the United States Securities and 
Exchange Commission (SEC), MFS agreed to pay US$225 to compensate 
certain fund shareholders, of which US$50 is a penalty and agreed 
with the New Hampshire Bureau of Securities Regulation to pay 

an administrative fine in the amount of US$1. The Company recorded 
a $211 after-tax charge to income in the fourth quarter of 2003 in 
connection with the matters discussed above. MFS further agreed 
with the Attorney General of the State of New York to reduce fees on 
the funds it advises by approximately US$25 annually over the next 
five years. 
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The Company and MEFS, along with certain MFS funds and trustees 
who serve on the Board of Trustees of these MFS funds, have been 
named as defendants in purported class action lawsuits filed in the 
United States since December 2003 seeking damages of unspecified 
amounts. The lawsuits were purportedly filed on behalf of people 
who purchased, owned and/or redeemed shares of MFS funds during 
specified periods. The suits allege that certain defendants permitted 
market timing and late trading in the MFS funds which allegedly caused 
financial injury to the funds’ shareholders. All of these lawsuits seek 
an unspecified amount of damages. The defendants are reviewing 
the allegations and will respond appropriately. Additional lawsuits 
based upon similar allegations may be filed in the future. Although it is 
expected that the payments required under the terms of the settlement 
with the regulators will largely mitigate any damages payable under 
the class action lawsuits initiated in respect of these matters, the 
Company cannot predict the outcome of these actions with certainty 
and is accordingly unable to determine the total potential impact that 
they may have on the Company’s results of operations, financial 
position and cash flows. 


In November 2008, the SEC and Morgan Stanley DW, Inc. (Morgan 
Stanley) settled an enforcement action against Morgan Stanley relating 
to the undisclosed receipt of fees from certain mutual fund companies 
in return for preferred marketing of their funds. MFS was one of the 

14 fund companies reported to be on Morgan Stanley’s preferred list. 
As a result, MFS has been under investigation by the SEC relating to 
its directed brokerage and revenue-sharing arrangements with 

various distributors of its products, including Morgan Stanley. MFS is 
cooperating with the SEC’s investigation, which is ongoing. In addition, 
certain of the Company’s subsidiaries have received requests for 
information from the SEC and other regulators in connection with 
enquiries into directed brokerage and revenue-sharing arrangements 
and are responding to these requests. The outcome of these 
investigations Is not yet determinable and may result in sanctions, 
compensation payments or other financial penalties. 


Further details regarding MFS and related issues are provided 

in the Business Development, Financial Overview and MFS Investment 
Management sections of the 2003 Management's Discussion 

and Analysis. 


Provisions in the United Kingdom 

Sun Life Financial’s United Kingdom operations continue to be subject 
to regulatory overview in the United Kingdom, including reviews of past 
business sold, and the Company has regularly engaged in discussions 
with United Kingdom regulators with respect to these and other matters. 


Sun Life Financial’s past business sold includes a variety of endowment 
products in the United Kingdom. Endowment policies are sometimes 
sold to provide customers with a method of repaying mortgage 

debt at the end of a mortgage term. There can be no assurance that 
United Kingdom regulators will not, in the future, require providers of 
endowment products to bear some or all of the additional costs 
required to ensure that such policies meet their target mortgage debts. 


At December 31, 2003, the Company had provisions of $130 ($242 in 
2002) for future compensation payments and related expenses 
relating to all reviews of past business sold. 
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22. Pension Plans and Other Post-Retirement Benefits 


The Company sponsors non-contributory defined benefit pension against employee contributions. The total contribution made by the 
plans for eligible employees, primarily in Canada, the United States, Company to such plans was $35 in 2003, $42 in 2002 and $38 in 2001. 
the United Kingdom and the Philippines. The defined benefit pension 

plans offer benefits based on length of service and final average In addition to the Company’s pension plans, in some countries the 
earnings and certain plans offer some indexation of benefits. The Company provides certain post-retirement medical, dental and life 
specific features of these plans vary in accordance with the employee insurance benefits to eligible qualifying employees, and to their 

group and countries in which employees are located. In addition, dependents upon meeting certain requirements. Eligible retirees may 
the Company maintains supplementary non-contributory pension be required to pay a portion of the premiums for these benefits and, 
arrangements for eligible employees, primarily for benefits which do in general, deductible amounts and co-insurance percentages apply 
not qualify for funding under the various registered pension plans. to benefit payments. A significant portion of the Company's employees 


may become eligible for these benefits upon retirement. These post- 
The Company has also established defined contribution pension plans __retirement benefits are not pre-funded. 
for eligible qualifying employees. Generally, the Company contributions 


are a set percentage of employees’ annual income and matched The following tables set forth the status of these plans. 
Pension Post-Retirement 
2003 2002 2003 2002 


Change in benefit obligation: 


Benefit obligation, January 1 SASL Sh aS 269 | $ 186 
Change in January 1 balance due to: 

acquisitions and disposals (21) 436 (8) 102 

change in measurement date (3) - ~ - 
Service cost 52 80 8 8 
Interest cost Wz 106 17 5) 
Actuarial losses (gains) 150 (63) 26 (21) 
Benefits paid (95) (81) (10) (8) 
Curtailments, settlements and plan amendments 2 10 = (12) 
Effect of changes in currency exchange rates (125) 57 (11) (1) 


Benefit obligation, December 31 Ms Aes: | S een Ss 2O 1S 269 


Change in plan assets: 


Fair value of plan assets, January 1 $9 2/044 (eS 1710 ~ $ =| ¢ = 
Change in January 1 balance due to: 

acquisitions and disposals (20) 446 - ~ 

change in measurement date) (18) - = - 
Net actual return on plan assets 253 (85) = - 
Employer contributions 27 ila 10 8 
Benefits paid (95) (81) (10) (8) 
Effect of changes in currency exchange rates (114) 43 - - 
Fair value of plan assets, December 31 vee OL7 \ioe 04s 1S = 8 ~ 
Net funded status, December 31 $ Bak || ss 68S (291) S69) 
Unamortized net actuarial loss (gain) Syl S57. 39 20 
Unamortized past service cost 13 14 (4) (5) 
Unamortized transition obligation (asset) (152) (184) (12) (13) 
Contributions (transfers), October 1 to December 31 (1) - 1 = 


Prepaid (accrued) benefit asset (liability), December 31 $ Asis) || ZOO pan (267) Se (267) 


Pension Plans with projected benefit obligations in excess of plan assets: 
Projected benefit obligations $ 1,408 | $ 1,410 
Plan assets SS ie | ss. aileilets 
a A a i oO a 


Weighted-average assumptions as at December 31: 


Discount rate 6.0% 6.4% 6.2% 6.7% 
Expected long-term rate of return on plan assets 7.2% 7.5% - = 
Rate of compensation increase 3.9% 3.9% - = 
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Pension Post-Retirement'?), 2) 

2003 2002 2001 2003 2002 2001 
Components of net periodic benefit cost: 
Service cost, curtailments and settlements $ AM ine hs AOS 8|$ RS 4 
Interest cost I 106 85 17 15 11 
Expected return on plan assets (154) (152) (134) = - = 
Amortization of actuarial losses (gains) 15 3 (2) 1 1 1 
Amortization of transition obligation (asset) (20) (21) (21) (2) (2) (1) 
Amortization of past service cost and other | = (9) = = = 
Net periodic benefit cost (income) $ 10 | $ Pye ES (39) $ 24.\\"s is Ss 15 


{© The measurement date for most of the defined benefit plans in the United States changed to September 30 in 2003. 

(2) The assumed discount rates, the expected long-term rates of return on plan assets and the rates of increase in future compensation used in determining the actuarial present value of the 
projected benefit obligations vary according to the economic conditions of the countries in which the pension plans are situated. 

3) The assumed medical cost trend rate used in measuring the accumulated post-retirement benefits obligation in Canada in 2003 was 7.5%, decreasing by 0.5% each year until 2006, 
after which it remains at 6%. In the United States in 2003, the assumed rate was 10%, decreasing evenly to 5.5% by 2009, and remaining at that level thereafter. The assumed dental cost 
trend rate is 5.5% in Canada and 5.2% in 2003, decreasing to 5.1% in 2004 and to 5% in 2005 and thereafter in the United States. 


Health care cost calculations are based on trend rate assumptions assumptions by 1% in either direction will change the health care cost 
which may differ from actual results. Changes in trend rate as follows: 
1, 
Increase Decrease 
Effect on post-retirement benefit obligations $ Ay SS (37) 
Effect on aggregated service and interest costs $ 4 $ (4) 
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23. Summary of Material Differences Between Accounting Principles 
Generally Accepted in Canada and in the United States 


The Company's consolidated financial statements are prepared in 
accordance with accounting principles generally accepted in Canada 
(Cdn. GAAP), including the accounting requirements of the OSFI. 
These accounting principles differ in certain material respects 

from accounting principles generally accepted in the United States 


(U.S. GAAP). The differing basis of accounting changes the 
incidence of profit recognition over the life of an insurance contract. 
Regardless of the accounting basis chosen, the total profit of an 
insurance contract will not change. The financial statement impact 
and a description of the material differences follow. 


A) Reconciliation of selected Cdn. GAAP financial statement information to U.S. GAAP: 


i) Consolidated statements of operations: 


2003 2002 2001 
Cdn. US Cdn. US. Cdn. US. 
GAAP GAAP GAAP GAAP* GAAP GAAP 
Revenue 
Premiums Gels 543) eSe 229 "S14 875 Sf) 653l  $ 9437 $ 4,860 
Net investment income 5,703 5,758 513i 4,448 4,162 3,274 
Net realized gains (losses) - sys - (44) - 379 
Fee income 2,810 3053 3,095 3,258 3,216 3,206 
22,056 16,413 23,101 14,193 16,815 11,719 
Policy Benefits and Expenses 
Payments to policyholders, beneficiaries and depositors 13,356 9,159 13,017 7,966 9,486 5,581 
Increase in actuarial liabilities 1,624 1,109 3,822 S77 1,697 1,000 
Acquisition expense amortization 234 613 316 950 305 698 
Other expenses 5,082 4,015 4,732 3,654 4,072 3,285 
20,296 14,896 21,887 13,947 15,560 10,564 
Operating Income Before Income Taxes and 
Non-Controlling Interests 1,760 Poly 1,214 246 255 1lS5 
Income taxes expense (benefit) 387 307 98 (250) 306 291 
Non-controlling interests in net income of subsidiaries 65 65 83 83 68 68 
Net Operating Income from Continuing Operations 1,308 1,145 1,033 413 881 796 
Discontinued operations: 
Gain (loss) on sale of Clarica U.S. - - (48) (58) = - 
Net operating income of Clarica U.S. ~ - 2 2p - - 
= = (36) (36) = = 
Total Net Income 1,308 1,145 997 Sy/7/ 881 796 
Less: 
Participating policyholders’ net income (loss) (1) = (1) = (1) - 
Shareholders’ Net Income Sey Sh i) hs 998 3/7 S$ 882 §$ 796 
Basic earnings per share from continuing operations $ Dalley “85 1.88 | $ 191 §$ 0.76 §$ Z203e Ss 1.88 
Basic earnings per share $ Bilis, —& 1.88 | $ 184 $ 069 $$ 2.08 $ 1.88 
Diluted earnings per share from continuing operations SS Pallisy SS 1.88 | $ LOOMS. Ore S$ 207 $ 1.87 
Diluted earnings per share $ PMs $3 1.88 | $ Wists} SS 0.69 $ 2.07 $ 1.87 


* As restated. 


ii) Comprehensive income: 

U.S. GAAP includes the concept of comprehensive income. 
Comprehensive income is a measure of changes in the equity of the 
Company during the year. It includes both net iricome and other 
comprehensive income. Other comprehensive income includes the 
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movement in the foreign currency translation account, unrealized 
gains and losses on available for sale securities as well as the income 
tax impact arising there from, changes to deferred acquisition costs 
and other liabilities. 


Notes to the Consolidated Financial Statements 


Segregated funds contract liabilities 


2003 2002 2001 
Other comprehensive income: 
Foreign currency translation account movement for the year* $ (1,688) | $ Ve 331 
Unrealized gains and losses movement for the year r 
Unrealized gains and (losses) on available for sale bonds 921 2,644 (66) 
Unrealized gains and (losses) on available for sale stocks and segregated fund units 386 (364) (202) 
Less: reclassification adjustment for gains (losses) included in net income (711) (54) Alls) 
596 2,226 (153) 
Changes to deferred acquisition costs and other liabilities (328) (709) (22) 
Other (226) 57 (9) 
Additional minimum pension liability (22) (50) = 
Income taxes (83) (493) 22 
(63) 1,031 (162) 
Total other comprehensive income (loss) (e750) 1,158 169 
Total net income based on U.S. GAAP 1,145 377 796 
Shareholders’ comprehensive income (loss) $ (606) |S 25355 es 965 
* — Shown as part of consolidated statements of equity under Cdn. GAAP. 
iii) Consolidated balance sheets: 
2003 2002 
Cdn. WeSe Cdn. Wis: 
GAAP GAAP GAAP* GAAP* 
Assets 
Bonds $ 66,090 ¢$ 73,367 
Bonds — available for sale (amortized cost: 2003 — $58,987; 2002 — $67,203) $ 62,465 $ 70,952 
Bonds — trading 4,341 4,518 
Mortgages and corporate loans 13,601 16,656 15,799 17,809 
Stocks 3,473 4,221 
Stocks — available for sale (amortized cost: 2003 — $1,681; 2002 — $1,862) 1,884 1,693 
Stocks — trading 1,218 1,411 
Real estate, net of accumulated depreciation (amortized cost: 2003 — $329; 2002 — $362) 3,067 2,188 3,223 2,362 
Policy loans 3,003 3,003 3,390 3,390 
Cash and cash equivalents 3,178 3,178 4,156 4,156 
Short-term securities 1,794 1,794 2,996 2,996 
Other invested assets 2,970 2,956 3,336 3,260 
Total invested assets 97,176 99,683 110,488 12 547 
Deferred acquisition costs 548 5,580 849 6,234 
Future income taxes?) 977 261 1,032 400 
Goodwill 5/31/33 4,626 5,969 4916 
Other assets 4,935 9,600 5,114 9,592 
Segregated funds assets® 54,488 53) 152 
Total consolidated assets $ 109,209 $174,238 | $123,452 $ 186,841 
Segregated funds net assets®) $ 54,086 Soe, 755 
Liabilities and Equity 
Actuarial liabilities $75,124 SSA 4Ss | RSs iGSee a4 ol6s4 
Contract holder deposits 37,784 46,666 
Other policy liabilities 2,230 2,652 2,747 2,718 
Amounts on deposit 3,120 3,110 3,262 3,242 
Future income taxes?) Sills 1,100 346 1,261 
Deferred net realized gains 3,124 3,456 
Other liabilities 7,280 8,547 7,289 8,903 
Total consolidated liabilities 91,393 100,341 104,265 112,424 
Subordinated debt 2,504 DISS 2,922 2,962 
Non-controlling interests in subsidiaries 1,336 1,336 1,356 1,356 
Segregated funds liabilities 54,077 syd Theis! 
Equity 13;976 15,949 14,909 17,346 
Total consolidated liabilities and equity $ 109,209 $174,238 | $123,452 $ 186,841 


4) U.S. GAAP terminology is short-term investments. 
(2) U.S, GAAP terminology is deferred income tax. 

(3) U.S. GAAP terminology is separate accounts. 

* As restated. 


www.sunlife.com 105 


Notes to the Consolidated Financial Statements 


iv) Consolidated statements of equity: 


2003 2002 
Cdn, US. Cdn. US. 
GAAP GAAP GAAP GAAP 
Participating Policyholders’ Capital Account: 
Balance, January 1 $ I 3 -|$ Wie es = 
Balance of participating policyholders’ account of Clarica at date of acquisition ~ - (3) = 
Net income (loss) as a stock company for participating policyholders (1) - (1) = 
Balance, December 31 72 al eh 73 = 
ion 
Shareholders’ Equity: 
Paid in Capital 
Balance, January 1 TATE: 13,740 1,100 7,352 
Common shares issued, net of issuance costs, as consideration for business acquisition 63 63 6,281 6,281 
Fair value of stock options granted as consideration for business acquisition® - 48 48 
New common shares issued for cash - ~ ~ - 
Stock options exercised® 21 2 a 27 
Commissions and offering costs, net of taxes™ - ~ = ~ 
Common shares purchased for cancellation” (222) (403) - ~ 
Stock option compensation® 26 27 21 2 
Subsidiary equity transaction ~ 38 - 9 
Balance, December 31 7,365 13,486 7,477 13,740 
Retained Earnings 
Balance, January 1 6,621 1,488 5,917 1,408 
Net income for the period attributed to shareholders 1,309 A 998 377 
Balance of participating policyholders’ account of Clarica at date of acquisition = - - (3) 
Dividends on common shares (413) (413) (294) (294) 
Common shares purchased for cancellation (305) (124) = = 
Balance, December 31 22 2,096 6,621 1,488 
Currency Translation Account 
Balance, January 1 738 855 631 728 
Changes for the period (1,411) (1,688) 107. 127 
Balance, December 31 (673) (833) 738 855 
Unrealized Gains and Losses 
Balance, January 1 - 1,263 ~ 232 
Changes for the period = (63) ~ 1,031 


Balance, December 31 — ~ 1,200 - 1,263 
Total equity $ 13,976 $ 15,949 |$ 14909 $¢ 17,346 
{Shown as share capital under Cdn. GAAP. 


(2) Shown as contributed surplus under Cdn. GAAP. 
(3) Shown as share capital and contributed surplus under Cdn. GAAP. 
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v) Effect of material differences between Cdn. GAAP and U.S. GAAP net income: 
For the material differences between Cdn. GAAP and U.S. GAAP net income listed below, please refer to the following section for a description of 


the differences in accounting policies. 


2003 2002 2001 

Total net income in accordance with Cdn. GAAP S308" s 997 §¢ 881 
Adjustments related to: 
Investments 

Bonds 274 224 38 

Stocks and segregated fund units (14) (691) (553) 

Derivative instruments 453 (22) 18 

Real estate (83) (24) (9) 
Total investments 630 (513) (511) 
Deferred acquisition costs 

Deferred acquisition costs — deferred 860 881 585 

Deferred acquisition costs — amortization and interest (440) (634) (393) 
Total deferred acquisition costs 420 247 192 
Actuarial liabilities and other policyholder revenues and expenses 

Premium and fees revenue (5,786) (7,863) (4,228) 

Payments to policyholders, beneficiaries and depositors 4,197 5,051 3,905 

Actuarial liabilities 515 2,445 697 
Total actuarial liabilities and other policyholder revenues and expenses (1,074) (367) 374 
Other (219) | (305) (155) 
Income tax effect of above adjustments 80 348 ibs) 
Redemption premiums ~ (30) = 
Total net income in accordance with U.S. GAAP Sas | Bis 796 


B) The following describes the material accounting policy differences between Cdn. GAAP and U.S. GAAP applicable 


to the Company: 


For a complete description of Cdn. GAAP accounting and actuarial policies, please refer to Notes 1 and 11, respectively. 


Cdn. GAAP U.S. GAAP 
Bonds Bonds are carried at amortized cost. Realized gains Bonds are carried at market value. The bonds are classified as 
and losses are deferred and amortized to income available for sale or trading. Unrealized gains and losses are included 
using the constant yield method over the remaining in other comprehensive income if classified as available for sale, and 
period to maturity. included in net income if classified as trading. Realized gains and 
losses are included in net income immediately. Certain bonds are 
included in mortgages and corporate loans, as they do not meet the 
definition of a security. 
Stocks Stocks are originally recorded at cost. The carrying Stocks are carried at market value. The stocks are classified as 
value is adjusted towards the fair value at 5% of the available for sale or trading. Unrealized gains and losses are included 
difference between fair value and carrying value in other comprehensive income if classified as available for sale, and 
per quarter. Realized gains and losses are deferred included in net income if classified as trading. Other than temporary 
and amortized into net investment income at the rate declines in the value of stock results in a write-down charged to 
of 5% of the unamortized balance each quarter. income. 
The Company records a write-down for any other 
than temporary decline in the value of the entire stock 
portfolio. 
Real estate Real estate held for investment is originally recorded Real estate held for investment is carried at depreciated cost. 


at cost. The carrying value is adjusted towards the 
fair value at 3% of the difference between fair value 
and carrying value per quarter. Realized gains and 
losses on sales are deferred and amortized into net 
investment income at the rate of 3% of the 
unamortized balance each quarter. The Company 
records a write-down for any other than temporary 
decline in the value of the entire real estate portfolio. 


Realized gains and losses on sales are reflected in income 
immediately. Other than temporary declines in value of specific 
properties results in a write-down charged to income. 
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Cdn. GAAP U.S. GAAP 
Derivatives Most of the Company’s derivatives are accounted Derivative instruments are carried at their fair values. Changes in fair 
for as either fixed-term portfolio investments or equity _ values of derivatives that are not hedges are recorded in income as 
portfolio investments. Fixed-term portfolio investment they arise. For fair value hedges, the gain and loss on the derivative as 
accounting reports investments at amortized cost. well as the related gain and loss on the hedged item is recognized in 
Equity portfolio investments are carried at a value income. For the cash flow hedges, the effective portion of the changes 
calculated using a moving average market method. in the fair value of the derivatives is recorded in other comprehensive 
Realized gains and losses on the derivatives are income and the ineffective portion is recognized in income. 
deferred and amortized into net investment income. 
lf an option within an insurance contract has economic characteristics 
Certain derivative instruments are classified as hedges __ that are different from that of the insurance contract and the option 
and either accounted for using hedge accounting or meets the definition of a derivative instrument, the option is known as 
fair value accounting. Under hedge accounting, the an embedded derivative. The embedded derivatives are separately 
accounting for the derivative follows the underlying accounted for as stand-alone derivatives and carried at fair values with 
asset or liability that is being hedged. Under fair value the changes in fair value recorded in income. 
accounting, the derivative instrument is recorded at 
fair value on the balance sheet with increases or 
decreases recorded to net investment income. 
Deferred Deferred acquisition costs arising on mutual fund Acquisition costs are deferred and recorded as an asset. Amortization 
acquisition sales are amortized over the periods of the of such costs is dependent on the product to which the costs relate. 
costs related sales charges, which range from three to For participating life insurance contracts, except for participating 
seven years. policies in the United Kingdom, amortization is based on a constant 
percentage of gross margin. For universal life and investment-type 
Costs of acquiring new insurance and annuity contracts, amortization is based on a constant percentage of gross 
business, primarily commissions, underwriting, issue profit. For other non-participating products, including term, group 
expenses and agency expenses, are implicitly and disability insurance, as well as participating policies in the 
recognized in actuarial liabilities for most of the United Kingdom, amortization is based on a constant percentage of 
policies. premium. In cases where amortization is based on gross profit or 
margin, and available for sale bonds or stocks are used to support 
the underlying contract liability or actuarial reserve, a portion of the 
unrealized gains and losses balance is removed from equity and 
netted against the deferred acquisition cost balance. 
Actuarial Actuarial liabilities are calculated in accordance The actuarial liabilities for participating life policies, except those in 
liabilities with Canadian generally accepted actuarial practice. the United Kingdom, are computed using a net level premium reserve 


and contract 
holder 
deposits 


This method uses best estimate assumptions for 
future experience factors adjusted to provide 
modest margins for adverse deviation in each 
experience factor. 


method with interest and mortality assumptions based primarily upon 
those assumptions used for establishing the cash surrender values in 
the contract. For universal life-type and investment contracts, contract 
holder deposits represent account balances and U.S. GAAP liabilities 
primarily equal account value balances. The account values represent 
an accumulation of gross deposits received plus credited interest less 
withdrawals, expenses and mortality charges. Other non-participating 
products include term, group and disability insurance. For these 
products, as well as participating contracts in the United Kingdom, a 
net level premium method is used with assumptions locked in at time 
of issue, unless the business is in a loss recognition position, in which 
case a best estimate gross premium valuation is used. 


Deferred net 


realized gains 


Realized gains and losses on sales of invested 
assets are deferred and amortized. 
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Realized gains and losses are recognized in income immediately. 


Notes to the Consolidated Financial Statements 


U.S. GAAP 


Cdn. GAAP 
Premium Premiums for universal life and other investment- 
revenue, type contracts are recorded as revenue, and a 
fee income, liability for future policy benefits is established as a 
maturities and charge to income. Interest accrued on contracts is 
surrenders, shown as an increase in actuarial liabilities. 


and interest Payments to contract holders upon maturity are 
reflected as an expense with an offsetting reduction 


to the increase in actuarial liabilities. 


on claims 
and deposits 


Amounts received for universal life and investment-type contracts are 
not included in the income statement but are reported as deposits to 
contract holder account balances. Revenues from these contracts are 
limited to amounts assessed against policyholders’ account balances 
for mortality, policy administration and surrender charges, and are 
included in fee income when earned. Interest accrued on contracts is 
included in interest on claims and deposits. Payments upon maturity 
Or surrender are reflected as reductions to the contract holder 
deposits on the balance sheet. Other payments in excess of the 
account value, such as death claims, are reflected as an expense. 


Minimum There is no requirement to record the additional 
pension minimum pension liability. 
liability 


For a defined benefit pension plan, an additional minimum pension 
liability is required to be recognized if an unfunded Accumulated 
Benefit Obligation (ABO) exists and a prepaid asset or an accrued 
benefit liability is recorded for an amount less than the unfunded ABO. 
That is, the additional minimum liability is calculated by reference to 
the excess of the ABO, which is a smaller obligation than the Projected 
Benefit Obligation (PBO) since it does not recognize projected future 
compensation Increases, over the fair value of plan assets. If an 
additional minimum liability is required to be recognized for a defined 
benefit pension plan, an intangible asset is recorded up to the amount 
of any unamortized past service cost, or unamortized transitional 
obligation and any remaining excess is recorded as part of other 
comprehensive income. The additional minimum liability is recorded 
as an accrued pension liability. 


Redemption of 
subordinated 
debts 


Redemption premiums are recorded once an 
obligation to redeem the principal amount of 
capital debentures is incurred. 


Redemption premiums are recorded when the principal amount of the 
capital debentures are redeemed. 


Future income Future income tax liabilities and assets are 


Future income tax liabilities and assets are recorded based on income 


tax asset recognized based on the differences between the tax rates of currently enacted tax law. Differences in the provisions 

and liability accounting values of assets and liabilities and their for income taxes arise from differing accounting policies for assets and 
related tax bases using income tax rates of enacted or liabilities and differences in the recognition of tax rate changes are 
substantially enacted tax law. disclosed in part C (vi) of this Note. 

Segregated Assets and liabilities of segregated funds are shown Assets and liabilities are called separate accounts and are required to 

funds!) separately from general assets and liabilities of the be included within the financial statements of the Company. Any 


Company. The Company’s investment in segregated 
funds is included in other invested assets. 


(U.S. GAAP terminology is deferred income tax. 
(2) U.S. GAAP terminology is separate accounts. 


excess of the separate account assets over separate account liabilities 
primarily represents the Company’s investment in segregated funds. 


C) Additional information required to be reported under U.S. GAAP: 
i) Realized gains (losses) from sales and redemptions included in the net realized gains for available for sale securities: 


Bonds: 
Gross realized gains 
Gross realized losses 


Stocks: 
Gross realized gains 
Gross realized losses 


2003 2002 2001 
$ CLS aes 475 $ 225 
$ (266)/ $ (530) $ (17) 
$ ZL ANS 268 $ 226 
$ (91)| $ (416) $ (181) 
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ii) Change in net unrealized gains and (losses) included in net investment income for securities classified as trading: 


2008 2002 2001 
Bonds $ 54 | $ 82 $ (7) 
Stocks $ 1ST Gy G25) Sess) 
iii) Real estate: The depreciation expense included in the U.S. GAAP other expenses is as follows: 

2003 2002 2001 


Depreciation expense 


iv) Derivatives: The Company adopted Statement of Financial 
Accounting Standards No. 133 “Accounting for Derivative Instruments 
and Hedging Activities” (SFAS 133) on January 1, 2001. The cumulative 
effect of adopting SFAS 133 did not have a material impact on the 
Company’s consolidated results of operations, financial position 

or cash flows. At the initial adoption of SFAS 133, the Company 
recorded total cumulative gains of $8 in income to recognize the fair 
value of all derivatives that were fair value hedges prior to the adoption 
of the standard. The Company also recorded cumulative losses of 

$9 in income to recognize the difference between the carrying and fair 
values of the related hedged assets and liabilities. Additionally, the 
Company recorded a cumulative loss of $2, net of taxes, in 
accumulated other comprehensive income (OCI) to recognize the fair 
value of the derivatives that were cash flow hedges prior to the 
adoption of SFAS 133. 


When the Company enters into a derivative contract, management 
decides if the derivative is designated as a hedge of the identified 
exposure under SFAS 133. With the exception noted below, hedge 
accounting is not pursued under SFAS 133 for most derivative 
instruments and the derivative is recorded at fair value with changes 
in its fair value reported in income. As at December 31, 2003, the 
Company designated certain interest rate swaps as cash flow hedges 
of the interest rate risk related to a floating-rate loan. For the period 


$ 37 | $ 61 8 39 


ended December 31, 2008, the change in the fair value of the cash 
flow hedges was $3 after taxes ($4 in 2002) and there was no 
ineffectiveness from the hedges. The Company does not expect 

to reclassify any amounts from OCI to income during the next twelve 
months ($4 in 2002). 


A few embedded derivatives were identified in the investments and 
insurance products. 


v) Stock-based compensation: The intrinsic value method of 
accounting was used to account for stock options that were granted 
in 2001 under Cdn. and U.S. GAAP. In 2002, the Company changed 
its accounting policy for stock options granted to employees from the 
intrinsic value method to the fair value method effective January 1, 
2002 on a prospective basis. Had the fair value method been used for 
the options granted in 2001, the net income for the year ended 
December 31, 2003 would have been reduced by $6 ($15 in 2002, 
$17 in 2001), and both basic and diluted earnings per share reduced 
by $0.01 ($0.03 in 2002, $0.04 in 2001) per share. 


vi) Future income tax asset and liability”): Differences between 

Cdn. GAAP and U.S. GAAP that arise from differing accounting policies 
for assets and liabilities and differences in the recognition of tax rate 
changes are as follows: 


2003 

Future income tax asset"! Future income tax liability 
Cdn. US. Cdn. US. 
GAAP GAAP GAAP GAAP 
Investments $ iee 43 “(@2Os)) 613 $ 1,860 
Actuarial liabilities 54 773 (78) (1,954) 
Deferred acquisition costs 324 (524) (9) 675 
Losses available for carry forward 506 40 (117) (601) 
Other 214 Wi 106 75S, 
Future tax asset/liability before valuation allowance 1,280 261 DLS 733 
Valuation allowance (303) = = 367 


Total 


a Ee 


2002 


Future income tax asset’! Future income tax liability 


Cdn. U.S Cdn Us: 

GAAP GAAP GAAP GAAP” 
Investments $ 229 $ (280) $ 629 $ 1,514 
Actuarial liabilities (68) 939 (196) (1,738) 
Deferred acquisition costs 300 (332) 24 908 
Losses available for carry forward 702 13 (165) (833) 
Other 15s 74 54 1,095 
Future tax asset/liability before valuation allowance PSG 414 346 946 
Valuation allowance (284) (14) = Bis 
Total CeeltOS2. as 400 §$ 346 $ 1,261 


EO i 8 a ee SS 


(U.S. GAAP terminology is deferred income tax. 
* As restated. 
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vii) Acquisitions of Clarica, Keyport and IFMG: The Company acquired 
all of the outstanding common shares of Clarica that were not 
beneficially owned by the Company effective May 29, 2002 and 
acquired 100% of the outstanding common shares of Keyport and 


Notes to the Consolidated Financial Statements 


IFMG effective October 31, 2001 as described in Note 3. The following 
amounts of the assets, liabilities and goodwill at the dates of acquisition 
under Cdn. and U.S. GAAP are different due to the different 

accounting policies used for the two standards. 


Clarica Keyport/IFMG 

Cdn. GAAP* U.S.GAAP* Cdn. GAAP U.S. GAAP 

Invested assets acquired Sl 6387) be S164 S22 479) eG 246s 

Other assets acquired™ 2,672 5,374 1,436 1,104 

Segregated funds assets acquired - 11,204 ~ 3,944 

34,309 48,219 23915 29216 

Actuarial liabilities and other policy liabilities acquired 24,835 16,849 22,656 - 

Amounts on deposit acquired L277 1235 — — 

Contract holder deposits acquired ~ 10,235 _ 21,518 

Other liabilities acquired 5,059 5255 493 2228 

Segregated funds liabilities acquired - 11,193 - 3,902 

Sila 44 865 23,149 27,643 

Net balance sheet assets acquired Gy ehilstsy Si Ssh sievil G 766. > ~L573 
Considerations given: 

Common shares issued or exchanged $) 16,2847" 612847 7s — § = 

Carrying value of investments in acquiree’s shares 540 540 - - 

Fair value of outstanding Clarica stock options 48 48 - - 

Transaction and other related costs By, Gy, ~ ~ 

Cash cost of acquisition - - 2,744 2,744 

iy 6920" $6,929" $2,744.82 a4 

Goodwill on acquisition Sp EShVCME SS Sheplers RCs Gy illshyall 


© Other assets acquired included value of business acquired of $2,368 under U.S. GAAP. 


* As restated. 


In 2002, adjustments were made to the purchase price allocations 
of Keyport and IFMG. This resulted in an increase in other assets, 
contract holder deposits and other liabilities of $75, $21 and $14, 
respectively, and a decrease in other invested assets and goodwill of 


$20 and $20, respectively, under U.S. GAAP. 


In the second quarter of 2003, the Company reviewed the fair value 
calculations for certain non-marketable securities and the reserves 

for the run-off reinsurance related to the acquisition of Clarica. 

For the non-marketable securities, it was identified that the fair value 
was overstated. For the run-off reinsurance reserves, a provision 

for adverse deviations had been omitted. As at December 31, 2002, 
the combined impact of these error corrections was to restate actuarial 
and other policy liabilities and goodwill upwards by $50 and $70, 
respectively. Bonds and other liabilities were restated downwards by 


$56 and $36, respectively. 


www.sunlife.com 111 


Notes to the Consolidated Financial Statements 


vili) Earnings per share: 


2003 2002 2001 
Cdn. US. Cdn. US. Cdn. S 
GAAP GAAP GAAP GAAP* GAAP GAAP 
Basic earnings per share 
Shareholders’ net income from continuing operations See COO pale Abel eee OS4n as 413 $ 882 §$ 796 
Income (loss) from discontinued operations, net of income taxes = = (36) (36) = 
Shareholders’ net income 1,309 1,145 
Shareholders’ net income excluding goodwill amortization Gi e@s) SANS II S53 998 $ a7 > 901M §$ 8150 
Weighted average number of shares outstanding (in millions) 608 608 543 543 424 424 
Basic earnings per share from continuing operations $ QMS 1.88 | $ 191 §$ 0.76 $ 2.08 $ 1.88 
Basic earnings (loss) per share from discontinued operations - - (0.07) (0.07) = 
Basic earnings per share $ Pills SS 1.88 | $ eA eS) 0:69" 1S 2.08 $ 1.88 
Basic earnings per share excluding goodwill amortization $ Pee $3 1.88 | $ 1.84 §$ 0.69 $ 213. «3 1.92 


Diluted earnings per share 


Shareholders’ net income from continuing operations Se S09 Se TAS aS 0845S ANSE ORS 882 §$ 796 
Less: Effect of stock options of subsidiaries = - S 3 5 5 
Shareholders’ net income from continuing 

operations on a diluted basis Sa L309 S45 eel Osta 410 $ 877 =6§$ 791 
Income (loss) from discontinued operations, net of income taxes = - (36) (36) - - 
Shareholders’ net income on a diluted basis Se SOOM eele LAS aS 995 $ cyl ES SyaE eS 791 
Shareholders’ net income excluding goodwill amortization 

on a diluted basis Ry SIO) 85 Al lesley | Ss 995 $ 374 $ 896) $ 810° 


Weighted average number of shares outstanding 


on a diluted basis (in millions) 608 608 543 543 424 424 
Diluted earnings per share from continuing operations $ 2: es 1.88 | $ 1.90 §$ O76™ «S COW SS 1.87 
Diluted earnings (loss) per share from discontinued operations - - (0.07) (0.07) = - 
Diluted earnings per share $ Py Ms 85 1.88 | $ V.83) us 0.69 $ DIO, Ss 1.87 
Diluted earnings per share excluding goodwill amortization $ Pills SS 1.88 | $ 1.83 §$ 0.69 §$ ABA Ss 1.91 
(1) Goodwill amortization of $19 for 2001 was added back to shareholders’ net income for the calculation of basic and diluted earnings per share excluding goodwill amortization. 

* As restated. 
ix) Statements of cash flows: Under Cdn. GAAP, deposits, maturities deposits, maturities and withdrawals are reflected as financing 


and withdrawals related to investment-type contracts and universal life activities; these cash flow items are as follows: 
contracts are included in operating activities. Under U.S. GAAP, 


2003 2002 2001 


Deposits and withdrawals reclassified to financing activities: 
Deposits to policyholders’ accounts 
Withdrawals from policyholders’ accounts 


$ 
$ 


S327 
6,680 


x) Pension plans and other post-retirement benefits: In December pension and other post-retirement benefit plans that are not currently 
2003, the FASB issued a revision to Statement of Financial Accounting required under Canadian GAAP. Under the transitional provisions of 
Standards No. 132, Employers’ Disclosures about Pensions and SFAS 132(R), these additional U.S. GAAP disclosure requirements only 
Other Postretirement Benefits (SFAS 132(R)). The revised statement apply to domestic plans for 2003. 


requires disclosure of certain information about defined benefit 
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The additional U.S. GAAP disclosures for the Company's Canadian domestic plans are summarized below. 


1) Composition of fair value of plan assets and Accumulated Benefit Obligation, December 31: 


2003 2002 
Equities 56.3% 52.4% 
Debt / fixed income 40.0% 42.6% 
Real Estate 1.9% 2.5% 
Other 1.8% 2.5% 


Total composition of fair value of plan assets 


Accumulated Benefit Obligation 


2) Target allocation of plan assets, December 31: 


100% 


2003 2002 
Equities 54.3% 54.2% 
Debt / fixed income 45.6% 45.6% 
Other 0.1% 0.2% 
Total 100% 100% 


The investments of the Canadian pension plans are primarily 

held in segregated funds of the Company and are managed within the 
provisions of the plans’ Statements of Investment Policies and 
Procedures. Diversification of the investments is used to minimize 
credit, market, and foreign currency risks. Due to the long-term nature 
of the pension obligations and related cash flows, asset mix decisions 
include the considerations of differences in the interest rate sensitivity 
of the plans’ assets. The long-term investment objectives of the plans 
are to exceed the real rate of investment return assumed in the 
actuarial valuation of plan liabilities. Over shorter periods, the objective 
of the plans is to exceed the average market returns of a well-diversified 
portfolio. Portfolio liquidity is managed with consideration to the cash 
flow requirements of the liabilities. 


3) Expected contributions for the next 12 months: 


The allowable investment types of the plans include guaranteed funds, 
annuities, as well as pooled and non-pooled variable accumulation 
funds of the Company in addition to any other investment vehicle 
approved by the Plan Sponsor which is eligible under pension 
regulations. The policy statement for each fund or manager mandate 
either prohibits, or permits, within specified constraints, the use of 
derivative instruments such as options and futures. The use of 
derivative instruments is limited to unleveraged substitution strategies. 
The assets of the plans shall not be invested in securities of a related 
party or lent to any related party unless such securities are publicly 
traded and selected by the Company or its agents acting independently 
on behalf of all that manager's discretionary accounts or pooled funds 
having mandates similar to that of the domestic pension plans. 


Pension $ 15 
Post-Retirement 7 
Total $ 22 


4) Weighted average assumptions for the Company’s domestic and foreign plans: 


Pensions Post-Retirement 
To measure To measure 
benefit To measure benefit To measure 
obligation as the net obligation as the net 
of the plans benefit costs of the plans benefit costs 
measurement orincome measurement or income 
date) — for the period date) for the period 
Discount rate 6.0% 6.4% 6.2% 6.7% 
Expected long-term rate of return on plan assets) 7.2% 7.5% - - 
Rate of Compensation increase 3.9% 3.9% - - 


{) The measurement date for most of the plans is December 31. 


(2) Based on management's best estimate of the weighted-average returns for the target allocation at plan assets. The assumption for the expected long-term rate of return on plan assets is 
based on a review of the historical asset return performance of the plan assets, the historical returns of the market indices on which the plan assets’ performance is based, and 
management's best estimate of the weighted-average long-term expected rate of returns for the target allocation of plan assets. 
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Notes to the Consolidated Financial Statements 


xi) Emerging Issues Task Force (EITF) 03-01 — The Meaning of Other- 
Than-Temporary Impairment and Its Application to Certain Investments: 
In November 2003, the FASB’s EITF reached a consensus requiring 
disclosures, for debt and marketable equity securities classified as 
available-for-sale or held-to-maturity under FASB statements 115 and 
124 that are impaired at the balance sheet date, but for which an 
other-than-temporary impairment has not been recognized. 


The following table shows the Company's investments’ gross unrealized 
losses and fair value, aggregated by investment category and length 
of time that individual securities have been in a continuous unrealized 
loss position, at December 31, 2003. 


Less than 12 months 12 months or more Total 
Unrealized Unrealized Unrealized 
Description of securities Fair Value Losses Fair Value Losses Fair Value Losses 
Debt securities Ss GOs & CU4o) §S Wiee S (4) sy qe 5 (254) 
Common stock 138 (8) 38 (6) 176 (14) 
Total temporarily impaired securities Ss GIGS S (48) & Wiy7 § 20) S$ wees Ss (es) 


Available for sale debt securities have generally been identified as 
temporarily impaired if their amortized cost as at December 31, 2003 
was greater than their fair value, resulting in an unrealized loss. 
Unrealized gains and losses in respect of investments designated as 
trading have been included in net income and have been excluded 
from the above table. 


Unrealized losses are largely due to interest rate fluctuations and/or 
depressed fair values in sectors which have experienced unusually 
strong negative market reactions. In connection with the Company’s 
asset liability management practices, and based on a review of these 
investment holdings, it is believed that the contractual terms of these 
debt securities will be met. 


A total of 685 debt security positions (63 common stock positions) 
were in an unrealized loss position at December 31, 2003 of which 
528 (46 common stock positions) were in a continuous loss position 
for less than 12 months and 157 positions for more than 12 months 
(17 common stock positions). 


xii) U.S. generally accepted accounting standard not yet adopted by 
the Company: 

Variable Interest Entities: On January 17, 2003, the FASB issued 
Financial Interpretation No. 46, Consolidation of Variable Interest 
Entities (FIN 46). FIN 46 clarifies the application of Accounting Research 
Bulletin No. 51, Consolidated Financial Statements, for those entities 
defined as VIES and more commonly referred to as special purpose 
entities, in which equity investors do not have the characteristics of a 
“controlling financial interest” or do not have sufficient equity at risk 
for the entity to finance its activities without additional subordinated 
financial support from other parties. FIN 46 requires that all entities be 
designated as either voting interest entities or variable interest entities. 
VIEs are subject to consolidation by the Primary Beneficiary which is 
defined as the party who has exposure to the majority of a VIE’s 
expected losses and/or expected residual returns as defined in FIN 46. 
On December 24, 2003, the FASB issued a revision to Interpretation 
No. 46 (FIN 46R) to clarify some of the provisions of FIN 46, and to 
exempt certain entities from its requirements. FIN 46R will be effective 
for the Company’s annual statements commencing January 1, 2004. 


114 Sun Life Financial Inc. / Annual Report 2003 


The following is a summary of the estimated impact of FIN 46R for 
the major categories of VIEs that the Company is involved with. 

The Company continues to assess the impact of FIN 46R on its VIEs 
as further guidance is provided by the FASB. 


Sun Life ExchangEable Capital Securities: 

As described in Note 15, the Trust has issued SLEECS of $1,150 to 
third party investors. The Company has issued a debenture of $1,200 
to the Trust and holds an investment of $2 in Special Trust Securities 
in the Trust. The Company currently consolidates the Trust, however, 
under FIN 46R, the Company would not consolidate the Trust as 

it would be a VIE and the Company would not likely be its Primary 
Beneficiary. As a result, the Company would deconsolidate $1,150 

of non-controlling interest in subsidiaries and record the $1,200 
debenture payable in other liabilities and increase equity by $7 and 
other assets by $57 on the consolidated balance sheets. 


Other Variable Interest Entities: 

The Company is involved with certain trust structures that invest in 
corporate bonds and total return swaps. On evaluation of these trusts 
structures, the Company was identified as the Primary Beneficiary and 
would therefore be required to consolidate these trusts once FIN 46R 
becomes effective. As a result, the Company would consolidate 
additional general fund assets of $71, general fund liabilities of $81, 
and record an after-tax loss of $10. The Company is also involved with 
other entities and/or structures such as investment vehicles, securitized 
financial assets and private equity investments that could be regarded 
as VIEs, and therefore subject to an assessment for consolidation 
under the provisions of FIN 46R. The Company continues to assess 
these structures in light of the new guidance but does not expect there 
to be material impact on the consolidated financial statements. 


Statement of Position 03-1 — Accounting and Reporting by Insurance 
Enterprises for certain Nontraditional Long-Duration Contracts and for 
Separate Accounts: In July 2003, the Accounting Standards Executive 
Committee of the American Institute of Certified Public Accountants 
issued SOP 03-1, “Accounting and Reporting by Insurance Enterprises 
for Certain Nontraditional Long-Duration Contracts and for Separate 
Accounts” (SOP 03-1). The SOP provides guidance on accounting 

and reporting by insurance enterprises for certain non-traditional long- 
duration contracts and for separate accounts. Specific guidance is 
provided on separate account presentation, interest in separate 
accounts, gains and losses on the transfer between general and 
separate accounts, liability valuation, returns based on contractually 
referenced pools of assets or index, accounting for contracts that 
contain death or other insurance benefit features, accounting for 
reinsurance and other similar contracts, accounting for annuitization 
benefits, and sales inducements to contract holders. 


The SOP will be effective for the Company’s annual statements 


commencing January 1, 2004. The impact of adopting SOP 03-1 on 
the consolidated financial statements is not yet estimable. 


24. Comparative Figures 


Certain comparative figures have been restated to conform with the 
presentation adopted in 2003. 


Notes to the Consolidated Financial Statements 


FASB Derivative Implementation Group SFAS No. 133 Implementation 
Issue No. 36 — “Embedded Derivatives: Bifurcation of a Debt 
Instrument that Incorporates Both Interest Rate Risk and Credit Rate 
Risk Exposures that are Unrelated or Only Partially Related to the 
Creditworthiness of the Issuer of that Instrument” (DIG B36): 

In April 2003, the FASB’s Derivative Implementation Group (DIG) 
released DIG B36, which addresses whether SFAS 133 requires 
bifurcation of a debt instrument into a debt host contract and an 
embedded derivative if the debt instrument incorporates both interest 
rate risk and credit risk exposures that are unrelated or only partially 
related to the creditworthiness of the issuer of that instrument. 

Under DIG B36, embedded derivatives contained in certain reinsurance 
agreements, such as modified coinsurance and coinsurance with 
funds withheld reinsurance agreements, as well as other types of 
receivables and payables where interest is determined with reference 
to a pool of fixed maturity assets, or a total return debt index, are 
required to be bifurcated from the host contract. DIG B36 will be 
effective for the Company’s annual financial statements commencing 
January 1, 2004. 


The Company has identified that certain of its reinsurance agreements 
contain embedded derivatives that will require bifurcation. The impact 
of bifurcating the embedded derivatives on the consolidated financial 
statements is not yet estimable. 
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Appointed Actuary’s Report / Auditors’ Report 
Appointed Actuary’s Report 


The Shareholders and Directors of Sun Life Financial Inc. 

| have valued the policy liabilities of Sun Life Financial Inc. for its 
consolidated balance sheets at December 31, 2003 and 2002 and their 
change in the consolidated statements of operations for the years 
then ended in accordance with accepted actuarial practice, including 
selection of appropriate assumptions and methods. 


In my opinion, the amount of policy liabilities makes appropriate 
provision for all policyholder obligations and the consolidated financial 
statements fairly present the results of the valuation. 


Robert W. Wilson 
Fellow, Canadian Institute of Actuaries 


Toronto, Canada 
February 12, 2004 
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Auditors’ Report 


The Shareholders of Sun Life Financial Inc. 

We have audited the consolidated balance sheets of Sun Life Financial 
Inc. and the separate consolidated statements of segregated funds net 
assets as at December 31, 2003 and 2002, and the consolidated 
statements of operations, equity, cash flows and changes in segregated 
funds net assets for each of the years in the three-year period ended 
December 31, 2003. These financial statements are the responsibility 
of the Company’s management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally 
accepted auditing standards. Those standards require that we plan 
and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial 
statement presentation. 


In our opinion, these consolidated financial statements present fairly, 
in all material respects, the financial position of the Company and its 
segregated funds as at December 31, 2003 and 2002 and the results 
of the Company's operations, its cash flows and the changes in its 
segregated funds net assets for each of the years in the three-year 
period ended December 31, 2003 in accordance with Canadian 
generally accepted accounting principles. 


LLL: be Fiat SERS 


Deloitte & Touche LLP 
Chartered Accountants 


Toronto, Canada 
February 12, 2004 


Six-Year Summary by Segment 


Six-Year Summary 


(in millions of Canadian dollars) 2003 2002 2001 2000 1999 1998 
Total Assets Under Management (As at December 31) 
SLF Canada 100,176 89,163 52,505 50,532 49,352 43,477 
SLF United States 68,013 83,301 78,517 47,300 40,930 39,620 
MFS 181,982 179,384 220,163 222,832 200,394 153,200 
SLF Asia 2132 2,229 1,852 1,472 1,348 1eAle 
SLF United Kingdom Ie 553 19,814 20,329 29,661 Bl Ze 30,578 
Corporate Capital 4,057 3,948 2,396 3,470 2,978 GW 
Consolidation Adjustments (14,889) (17,225) (24,015) (26,734) (24,975) (21,021) 
Total Company 359,024 360,614 351,747 328,533 301,303 250,606 
Net Income from Continuing Operations (For the year ended December 31) 
SLF Canada 826 514 207 195 220 266 
SLF United States 305 360 226 228 236 245 
MFS (43) 174 2311 256 187 113 
SLF Asia Sy 24 20 By 38 28 
SLF United Kingdom 203 190 180 119 (297) (336) 
Corporate Capital (20) (229) Ws (23) (220) (2) 
Total Company 1,308 1/033 881 802 164 314 
Six-Year Summary by Principal Product 
(in millions of Canadian dollars) 2003 2002 2001 2000 1999 198 
Total Assets Under Management (As at December 31) 
Wealth Management 300,605 296,732 B15; 59 293,840 268,949 220,646 
Protection 51,483 53,189 33,163 30,345 spay baler 26,918 
Corporate and Other 6,936 10,693 3,425 4,348 4 883 3,042 
Total Company 359,024 360,614 S51, 747 328,533 301,303 250,606 
Net Income from Continuing Operations (For the year ended December 31) 
Wealth Management 521 668 513 469 (31) (280) 
Protection 746 452 406 330 147 460 
Corporate and Other 41 (87) (38) 3 48 134 
Total Company 1,308 ese 881 802 164 314 
www.sunlife.com 117 


Eleven-Year Summary 


Eleven-Year Summary 


10-Year Average 5-Year Average 


Compound Compound 
(in millions of Canadian dollars) Growth Rate % Growth Rate % 2003 
Assets (As at December 31) 
General Fund Assets 12.4 15.0 109,209 
Segregated Fund Net Assets Wy, 6.6 54,086 
Other Assets Under Management 16.1 4.5 195,729 
Total Assets Under Management 15.0 VS 359,024 
Total Equity St 18.9 13,976 
Operating Results™ (For the year ended December 31) 
Revenue 
Premiums 
Annuities 9.6 14.8 4,805 
Life Insurance LOW, 128 6,325 
Health Insurance 10.9 8.1 2,413 
Total Premiums 10.3 123 13,543 
Net Investment Income 8.0 6.8 5,703 
Fee Income 175 6.9 2,810 
Total Revenue 10.3 10.0 22,056 
Payments to Policyholders, Beneficiaries and Depositors®) Wl 78 13,356 
Increase in Actuarial Liabilities (2.3) 28.0 1,624 
Commissions & Expenses IZ 9.5 5,107 
Interest Expenses 27.8 2.8 209 
Income Taxes 20.9 4.5 387 
Non-controlling Interests in Net Income of Subsidiaries N/A 22m 65 
Net Income from Continuing Operations 24.1 83:0 1,308 
Write-off of Confederation Life Goodwill N/A N/A - 
Loss from Discontinued Operations, Net of Income Taxes N/A N/A ~ 
Total Net Income PUN AN 89.2 1,308 
Business Statistics 
Life Insurance in Force®) 10.9 Hel 970,397 
Mutual Fund Sales 14.4 (4.4) 26,970 
Managed Fund Sales) 34.4 155 2202 
Segregated Fund Deposits 11.0 6.6 5,968 
Employees OL) 4.8 13,570 


) Certain amounts for prior years were restated in 2002 to reflect the reclassification of certain reinsurance business lines to continuing operations. 
) Includes net transfers to segregated funds. 


3) |ncludes reinsurance assumed. 


Fosse 


4) Includes intercompany sales. 
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Eleven-Year Summary 


2002 2001 2000 1999 1998 1997 1996 1995 1994 1993 
123,452 80,328 55,010 54,241 54,319 49,700 45,709 42,382 40,297 34,070 
S2,795 48,544 49,533 46,524 SANG 30,519 26,250 23,709 AAO ve iis} 10,615 
184,407 222, 88) 223,990 200,538 157,074 106,035 69,820 SEUSS 46,465 44,069 
360,614 351,747 26,050 SO 30s 250,606 186,254 141,779 123,287 107,075 88,754 
14,909 Wi25 6/57 5,690 5,875 SPINS O62 4,868 4,576 4,073 
7,402 4,196 4,371 3,494 2,408 2,488 Shy) 2,242 2,409 LONG: 
5,403 Sy 75g) 3523 3,602 3,541 3,126 2,968 2,809 2,540 2,291 
2,070 1,482 1,495 Za 633 SY) 1,208 1,157 1,016 860 
14,875 9,437 7369 8,819 7,582 6,989 6,093 6,208 Seles) 5,068 
Sst 4,162 3,839 4,261 4,097 3,836 3,526 3,443 2,786 2,645 
3,095 S726 3,318 2,609 2,017 1,430 as 832 679 558 
ZshMOril 16,815 16,546 15,689 13,696 12,205 10,732 10,483 9,430 8,2/1 
13,017 9,486 S28) 10,200 SMES) 7,945 6,719 6,483 4,895 4,422 
3,822 1,697 iain 934 473 710 Osi Nei, 2,114 2,043 
4,856 4,209 4,230 390i 3,238 2,617 Ee Ae)s) SE 1,891 sys) 
192 168 159 161 182 145 5 68 29 18 

98 306 386 283 310 269 304 269 197 58 

83 68 67 46 24 8 = = = = 
1,033 881 802 164 314 Su 490 407 304 151 

= = ~ = 260 = = = = = 

36 = = i = = = = = = 

997 881 802 164 54 eyilil 490 407 304 151 


FUSS 5308 
31,668 
29,683 

6,642 


14,905 


628,206 
39,466 
Sl53 

5,851 


i AOe 


561,389 
45,614 
25,869 

8,318 


11,328 


673,322 
38,123 
S939 

4,137 


11,046 


670,094 
33,849 
12,255 

4,345 


MOAN 


588,773 
1s)7ou 
10,304 

3,430 


10,200 


514,337 
Tepe 
3,860 
eh Ib 


9,750 


476,657 
7,453 
3,448 
3,619 


9,150 


421,082 343,653 


6,628 7/025 
3,324 1,306 
2,174 2098 
S50 8,300 
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Corporate Information 
International Leadership 


Executive Team 
As at March 1, 2004 


Donald A. Stewart 
Chief Executive Officer 


C. James Prieur 
President and Chief Operating Officer 


Robert M. Astley 
President, Sun Life Financial Canada 


Corporate Office 


Ross A. Berrouard 
Vice-President, Financial Systems Renewal 


Douglas W. Brooks 
Vice-President and Chief Risk Officer 


C. Joseph Dahl 
Vice-President, Underwriting 


Colm J. Freyne 
Vice-President and Chief Auditor 


Ronald H. Friesen 
Vice-President, Corporate Capital 


Katharin R. Harkins 
Vice-President, 
Public Relations and Communications 


Neil L. Haynes 
Vice-President, Strategy Development 


Nigel |. Hodges 
Vice-President and Controller 


Robert M. Lebeau 
Vice-President and 
Associate General Counsel 


Michel R. Leduc 


Vice-President, 
Industry and Government Affairs 
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Thomas A. Bogart 
Executive Vice-President and 
Chief Legal Officer 


David W. Davies 
Chairman, Sun Life Financial U.K. 


Paul W. Derksen 
Executive Vice-President and 
Chief Financial Officer 


Dr. B. Ross MacKenzie, FRCP (C), FACC 
Vice-President and Chief Medical Director 


Christine |. Mackiw 


Vice-President and Chief Compliance Officer 


Laurence J. McKenzie 
Vice-President, 
Worldwide Network Strategies 


K. Louise McLaren 
Vice-President, Human Resources 


K. Michael McLoughlin 
Vice-President and 
Associate General Counsel 


William R. Minucci 
Vice-President and 
Associate General Counsel 


Carol A. Osler 
Vice-President, Information Security and 
Enterprise Business Continuity 


Scott Park 
Vice-President, 
Information Technology Architecture 


Douglas C. Henck 
President, Sun Life Financial Asia 


Peter G. Pereira 
Executive Vice-President and 
Chief Information Officer 


Robert C. Salipante 
President, Sun Life Financial U.S. 


Thomas G. Reid 
Vice-President, 
Investor Relations and 
Corporate Development 


Robert J. Sharkey 
Senior Vice-President 


Candace Shaw 
Vice-President, Corporate Investments 


Douglas W. Sparks 
Vice-President, Shared Business Services 


Peter Q.M. van Dijk 
Vice-President, Tax 


Angus B. Warren 
Vice-President and General Manager, 


Reinsurance 


Joan M. Wilson 
Vice-President and Corporate Secretary 


Robert W. Wilson 
Vice-President and Actuary 


Virginia Woodhouse 


Vice-President, Shared Technology Services 


Business Group Leaders 


Sun Life Financial Canada 
Robert M. Astley 


President, Sun Life Financial Canada 


Greta Cusworth 
Vice-President, Group Benefits 


Mary De Paoli 


Vice-President, Group Retirement Services 


Kevin P. Dougherty 
Executive Vice-President, 


Group Benefits and Retirement Services 


Sun Life Financial U.S. 
Robert C. Salipante 
President, Sun Life Financial U.S. 


Claude A. Accum 
Vice-President and Chief Actuary 


James M.A. Anderson 
Vice-President, Investments 


Nancy L. Conlin 
Vice-President and Chief Counsel 


Sun Life Financial U.K. 
David W. Davies 
Chairman, Sun Life Financial U.K. 


Sun Life Financial Asia 
Douglas C. Henck 
President, Sun Life Financial Asia 


Timothy Chen 


President and Chief Executive Officer, 


Sun Life Everbright Life Insurance 
Company Limited 


Gary M. Comerford 
Vice President, International and 


General Manager, India 


Janet M. De Silva 


Chief Executive Officer, Sun Life Financial 


(Hong Kong) Limited 


Nani Javeri 
Chief Executive Officer, 


Birla Sun Life Insurance Company Limited 


Subsidiaries 


Massachusetts Financial Services 


Company (MFS) 
Robert Pozen 
Chairman 


Jack F. Garramone 
President, Clarica Financial Services Inc. 


Brian H. Gill 
Vice-President and Chief Information Officer 


Vicken Kazazian 
Vice-President, Strategic Capabilities 


Gary Corsi 
Vice-President and Chief Financial Officer 


Mark W. DeTora 
Vice-President, Individual Insurance 


Thomas G. Seitz 
President, MFS/Sun Life Financial 
Distributors, Inc. 


Michael E. Shunney 
Vice-President, Group Insurance 


Janet Fuller 
Managing Director 


Michael Ma 
Vice-President and Chief Information Officer 


Patricia McEachern 
Vice-President, Investments 


Dikran Ohannessian 
President, Sun Life Financial China 


S.V. Prasad 

Chief Executive Officer, 

Birla Sun Life Asset Management 
Company Limited 


Sanjiv Roy 
Chief Executive Officer, 
Birla Sun Life Distribution Company Limited 


Robert J. Manning 
Chief Executive Officer, President and 
Chief Investment Officer 


Corporate Information 


Kirk McIntyre 
Vice-President, Wholesale Distribution 


Michael P. Stramaglia 
Executive Vice-President, Reinsurance and 
Chief Investment Officer 


P. Bruce West 
Vice-President and Chief Financial Officer 


Robert L. Spadafora 
President, Independent Financial 
Marketing Group, Inc. 


Janet V. Whitehouse 
Vice-President, Human Resources and 
Public Relations 


John J.R. Wright 
Executive Vice-President, Sun Life Financial 
U.S. Operations 


Edward Gardner 
Finance and Planning Director 


Geoffrey R. Saggers 
President Director 
PT Sun Life Financial Indonesia 


Esther C. Tan 
President and Chief Executive Officer 
Sun Life of Canada (Philippines), Inc. 


Keith Tucker 
Vice-President, Human Resources 


James H. Van Harmelen 
Vice-President and Chief Financial Officer 


Candy Yuen 
Vice-President, Business Development 


McLean Budden 
Douglas W. Mahaffy 
Chairman and President 
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Corporate Information 


Subsidiary Companies 


Sun Life Financial Inc. 
As of December 31, 2003 


Book Value of Percent of 

Shares Voting Shares 

Address of Head Owned Owned 

Subsidiary (in alphabetical order) or Principal Office by Company* —_ by Company* 
Sun Life Assurance Company of Canada Toronto, Canada 100% 
1245792 Ontario Inc. Toronto, Canada 100% 
3060097 Nova Scotia Company Halifax, Canada 645,663 100% 
Amaulico Fund Ltd. Calgary, Canada 100% 
Amaulico Ltd. Calgary, Canada 100% 
Clarica Investco Inc. Waterloo, Canada 10,432 100% 
Clarica MEEL Holdings Limited Waterloo, Canada 100% 
Clarica Trustco Inc. Waterloo, Canada IOS, Sil 100% 
Clarica Financial Services Inc. Waterloo, Canada 378 100% 
Clarica Trust Company Waterloo, Canada 100% 
Synera Financial Services Inc. Toronto, Canada 106 100% 
Crosspointe Shops II LLC Wellesley Hills, USA 2,993 100% 
Crosspointe Shops | LLC Wellesley Hills, USA 100% 
IQON Financial Management Inc. Winnipeg, Canada 9,229 51% 
IQON Financial Inc. Winnipeg, Canada 51% 
IQON Insurance Brokerage Inc. Winnipeg, Canada 75.5% 
McLean Budden Limited Toronto, Canada 53,339 56% 
McLean Budden Funds Inc. Toronto, Canada 100% 
Plaza West LLC Wellesley Hills, USA Be 100% 
PT Sun Life Financial Indonesia Jakarta, Indonesia 18,991 86.95% 
Sun Life Assurance Company of Canada (Barbados) Limited Bridgetown, Barbados PA PIE 100% 
Sun Life Assurance Company of Canada — U.S. Operations Holdings, Inc. Wellesley Hills, USA 2,602,028 100% 
Sun Life Financial (Japan), Inc. Wellesley Hills, USA 100% 
Sun Life Financial (U.S.) Holdings, Inc. Wellesley Hills, USA 100% 
IFMG Securities, Inc. Purchase, USA 100% 
Independent Financial Marketing Group, Inc. Purchase, USA 100% 

IFS Agencies of Alabama, Inc. Purchase, USA 100% 

IFMG of Oklahoma, Inc. Purchase, USA 100% 

IFS Agencies, Inc. Purchase, USA 100% 

IFS Agencies of New Mexico, Inc. Purchase, USA 100% 

IFS Insurance Agencies of Ohio, Inc. Purchase, USA 100% 

IFS Insurance Agencies of Texas, Inc. Purchase, USA 100% 

LSC Insurance Agency of Arizona, Inc. Purchase, USA 100% 

LSC Insurance Agency of Nevada, Inc. Purchase, USA 100% 

LSC Insurance Agency of New Mexico, Inc. Purchase, USA 100% 
MFS/Sun Life Financial Distributors, Inc. Wellesley Hills, USA 96% 

Sun Life Financial (U.S.) Investments LLC Wellesley Hills, USA 100% 

Sun Life of Canada (U.S.) Holdings, Inc. Wellesley Hills, USA 100% 

Sun Canada Financial Co. Wellesley Hills, USA 100% 

Sun Life Assurance Company of Canada (U.S.) Wellesley Hills, USA 100% 

Clarendon Insurance Agency, Inc. Wellesley Hills, USA 100% 

Independence Life and Annuity Company Wellesley Hills, USA 100% 

SLF Private Placement Investment Company I, LLC Wellesley Hills, USA 100% 

Sun Benefit Services Company, Inc. Wellesley Hills, USA 100% 

Sun Capital Advisers, Inc. Wellesley Hills, USA 100% 

Sun Life Insurance and Annuity Company of New York New York, USA 100% 

Sun Life of Canada (U.S.) Holdings General Partner LLC Wellesley Hills, USA 100% 

Sun Life of Canada (U.S.) SPE 97-1, Inc. Wellesley Hills, USA 100% 


* The book value (in thousands of Canadian dollars) of shares and the percentage held are stated at the equity in such investments held by the Company and other subsidiaries of the Company. 
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Corporate Information 


Book Value of Percent of 

Shares _ Voting Shares 

Address of Head Owned Owned 

Subsidiary (in alphabetical order) or Principal Office by Company* by Company* 
Sun Life of Canada (U.S.) Capital Trust 1 Wellesley Hills, USA 100% 

Sun Life of Canada (U.S.) Limited Partnership | Wellesley Hills, USA 100% 

Sun Life Financial (U.S.) Finance, Inc. Wellesley Hills, USA 100% 

Sun Life of Canada (U.S.) Financial Services Holdings, Inc. Boston, USA 99.6% 
Massachusetts Financial Services Company Boston, USA 93.6% 

MFS Fund Distributors, Inc. Boston, USA 100% 

MFS Heritage Trust Company Manchester, USA 100% 

MFS Institutional Advisors, Inc. Boston, USA 100% 

MEFS Institutional Advisors (Australia) Ltd. Sydney, Australia 100% 

MFS International Ltd. Hamilton, Bermuda 100% 

MES International S.C. Ltda. Sao Paulo, Brazil 100% 

MEFS International (U.K.) Ltd. London, U.K. 100% 

MFS Japan Holdings, LLC Boston, USA 100% 

MES Investment Management K.K. Tokyo, Japan 92.6% 

MFS Investment Management (LUX) S.A. Boston, USA 100% 

MES Original Research Advisors, LLC Boston, USA 100% 

MFS Original Research Partners, LLC Boston, USA 100% 

MFS Retirement Services, Inc. Boston, USA 100% 

MFS Service Center, Inc. Boston, USA 100% 

Vertex Investment Management, Inc. Boston, USA 100% 

Sun Life Capital Trust Toronto, Canada (3,279) 100% 
Sun Life Financial Advisory Inc. Montreal, Canada 1 100% 
Sun Life Financial (Bermuda) Holdings, Inc. Wellesley Hills, USA 400 100% 
Sun Life Financial Insurance and Annuity Company (Bermuda) Ltd. Hamilton, Bermuda 100% 
Sun Life Financial (Hong Kong) Limited Hong Kong 129,802 100% 
Sun Life Financial (Hungary) Investments Inc. Toronto, Canada 719,631 100% 
Sun Life (Hungary) Group Financing Limited Liability Company Hrsz, Hungary 748,729 100% 
Sun Life Financial (India) Insurance Investments Inc. Toronto, Canada 6,129 100% 
Sun Life Financial Investments (Bermuda) Ltd. Hamilton, Bermuda 4,169 100% 
Sun Life Financial Realty Advisors Inc. Toronto, Canada (68) 100% 
Sun Life Financial Trust Inc. Toronto, Canada 8,854 100% 
Sun Life (India) AMC Investments Inc. Toronto, Canada 30,716 100% 
Sun Life (India) Distribution Investments Inc. Toronto, Canada 252 100% 
Birla Sun Life Distribution Company Limited Mumbai, India 50.0001% 
BSDL Insurance Advisory Services Ltd. Maharashtra, India 50.0001% 

Sun Life (India) Securities Investments Inc. Toronto, Canada 1,320 100% 
Sun Life Information Services Ireland Limited Waterford, Ireland 2,458 100% 
Sun Life Inversiones Limitada Santiago, Chile 163,630 100% 
Sun Life of Canada International Assurance Limited Bridgetown, Barbados 2,074 100% 
Sun Life of Canada UK Holdings plc Basingstoke, U.K. 1,350,984 100% 
SLC Financial Services (U.K.) Limited Basingstoke, U.K. 100% 
Sun Life Assurance Company of Canada (U.K.) Limited Basingstoke, U.K. 100% 
BHO Lease Company Limited Jersey, Channel Islands 100% 

Sun Life of Canada Nominees Limited Basingstoke, U.K. 100% 
Sun Life Financial of Canada Trustee Limited Basingstoke, U.K. 100% 
Sun Life of Canada (U.K.) Overseas Investment Limited Basingstoke, U.K. 220,600 100% 
Sun Life of Canada (Netherlands) B.V. Rotterdam, Netherlands 2,347 100% 
Sun Life of Canada (Philippines), Inc. Manila, Philippines 99.99% 

Sun Life Financial Plans, Inc. Manila, Philippines 100% 

Sun Life Asset Management Company, Inc. Manila, Philippines 99.99% 

Sun Life Reinsurance Holdings Limited Brookfield, USA 40,117 100% 
Sun Life Reinsurance Company Limited Bridgetown, Barbados 100% 
Sun Life Reinsurance (Ireland) Limited Dublin, Ireland SH ILS) 100% 


* 


The book value (in thousands of Canadian dollars) of shares and the percentage held are stated at the equity in such investments held by the Company and other subsidiaries of the Company. 
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Corporate Information 


Sun Life Financial Contact List 


Sun Life Financial has offices throughout the 
world. For information about your insurance 


policies (including change of address for 


your policy), please contact the appropriate 


office in your area. 


Sun Life Financial Canada 

Sun Life Assurance Company of Canada 
Toronto Office 

225 King Street West 

Toronto, Ontario 

Canada M5V 3C5 

Tel: (416) 408-7500 

Call Centre: 

1 800 SUN-LIFE/1 800 786-5433 

Mon. to Fri. 8:00 a.m. — 8:00 p.m. EST 
Web site: www.sunlife.ca 


Sun Life Assurance Company of Canada 
Canadian Headquarters 

Customer Service Centre 

227 King Street South 

P.O. Box 1601, STN Waterloo 
Waterloo, Ontario 

Canada N2J 4C5 

Call Centre: 

Tel: 1 888 864-5463 (English) 

Tel: 1 888 456-2843 (French) 

Mon. to Fri. 8:00 a.m. — 8:00 p.m. EST 
Web site: www.clarica.com 


Sun Life Assurance Company of Canada 
Montreal Office 

1155 Metcalfe Street 

Montreal, Quebec 

Canada H3B 2V9 

Tel: (514) 866-6411 

Call Centre: 

1 800 SUN-LIFE/1 800 786-5433 

Mon. to Fri. 8:00 a.m. — 8:00 p.m. EST 
Web site: www.sunlife.ca 


Sun Life Financial U.S. 

Sun Life Assurance Company of Canada 
and Sun Life Assurance Company of 
Canada (U.S.) 

One Sun Life Executive Park 
Wellesley Hills, Massachusetts 

USA 02481 

Tel: (781) 237-6030 

Call Centre: 

1 800 SUN-LIFE/1 800 786-5433 

Mon. to Fri. 8:00 a.m. — 5:00 p.m. EST 
Web site: www.sunlife-usa.com 
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Sun Life Financial U.K. 

Sun Life Assurance Company of Canada 
(U.K.) Limited 

Matrix House 

Basing View, Basingstoke 

Hampshire 

United Kingdom RG21 4DZ 

Tel: (0870) 160-5040 

Call Centre: (0870) 161-1111 

Mon. to Fri. 8:00 a.m. — 6:00 p.m. 
Web site: www.sunlifeofcanada.co.uk 


Sun Life Financial Asia 
Regional Headquarters 
2001 Two Pacific Place 

88 Queensway 

Hong Kong 

Tel: (852) 2918-3888 

Fax: (852) 2918-3800 
Web site: www.sunlife.com 


China 


Sun Life Everbright Life Insurance Company 


Limited 

37/F Tianjin International Building 

75 Nanjing Road 

Tianjin, China 

300050 

Tel: (8622) 2339-1188 

Fax: (8622) 2339-9929 

Web site: www.sunlife-everbright.com 


Beijing Representative Office 
Bright China Chang An Building 
Suite 1010, Tower A 

No. 7 Jianguomennei Dajie 
Beijing, China 

100005 

Tel: (8610) 6510-2783 


Hong Kong 

Sun Life Financial (Hong Kong) Limited 
3th Floor, Sun Life Financial Tower 

68 Yee Wo Street 

Causeway Bay, Hong Kong 

Tel: (852) 2103-8888 

Fax: (852) 2103-8181 

Call Centre: (852) 2103-8928 

Mon. to Fri. 8:30 a.m. — 5:00 p.m. 

Web site: www.sunlife.com.hk 


India 


Birla Sun Life Insurance Company Limited 


Vaman Centre, 5!" & 6!" Floors 
Makhwana Road 

Andheri (East) 

Mumbai — 400 059 

India 

Tel: 91-22-5678-3333 

Fax: 91-22-5678-3232 

Mon. to Fri. 7:00 a.m. — 11:00 p.m. 
Web site: www.birlasunlife.com 


Birla Sun Life Asset Management 
Company Limited 

Ahura Centre, 2¢ Floor 

Mahakali Caves Road, Andheri (E) 
Mumbai, India — 400 093 

Tel: 91-22-5692-8000 

Web site: www. birlasunlifeamc.com 


Birla Sun Life Distribution Company Limited 


Ahura Centre, 2" Floor 

Mahakali Caves Road, Andheri (E) 
Mumbai, India — 400 093 

Tel: 91-22-5692-8200/8197 

Fax: 91-22-5692-8201 

Web site: www. birlasunlife.com 


Indonesia 

PT Sun Life Financial Indonesia 
World Trade Centre, 8'? & 9!" Floors 
JL Jend. Sudirman Kav 29-31 
Jakarta, Indonesia 12920 

Tel: (6221) 5289-0000 

Fax: (6221) 521-1432 

Mon. to Fri. 8:30 a.m. — 5:30 p.m. 
Web site: www.sunlife.co.id 


Philippines 
Sun Life of Canada (Philippines), Inc. 


12h Floor, The Enterprise Centre Tower 2 


6766 Ayala Avenue cor. 

Paseo de Roxas 

Makati City, Philippines 1229 

Tel: (632) 886-6188 

Fax: (632) 849-9988 

Call Centre: (632) 849-9888 

Mon. to Fri. 8:00 a.m. — 6:00 p.m. 
Web site: www.sunlife.com.ph 


Corporate, Investor Relations and Shareholder Information 


For information about the Sun Life Financial 
group of companies, corporate news, 
financial results, or to receive investor 
publications, please visit www.sunlife.com. 


Corporate Office 

Sun Life Financial Inc. 

150 King Street West 
Toronto, Ontario 

- Canada M5H 1J9 

Tel: (416) 979-9966 

Web site: www.sunlife.com 


Investor Relations 
For financial analysts, portfolio managers 
and institutional investors requiring financial 
information, please contact: 
Thomas G. Reid 

Vice-President, Investor Relations 
Tel: (416) 204-8163 
Fax: (416) 585-7892 
E-mail: investor.relations@sunlife.com 
Please note that financial information can 
also be obtained from www.sedar.com. 


Shareholder Services 

For shareholder account inquiries, please 
contact the Transfer Agent in the country 
where you reside. For shareholder-related 
matters, please contact: 

Jo-Anne Archibald 

Director, Shareholder Services 

Fax: (416) 598-3121 

English E-mail: 
shareholderservices@sunlife.com 

French E-mail: 
servicesauxactionnaires@sunlife.com 


Transfer Agent 

For information about your shareholdings, 
please contact the Transfer Agent in the 
country where you reside. If you do not live 
in any of the countries listed, please contact 
the Canadian Transfer Agent. 


Canada and the United States 

CIBC Mellon Trust Company 

P.O. Box 7010 

Adelaide Street Postal Station 

Toronto, Ontario 

Canada M5C 2W9 

Within North America: 

Tel: 1877 224-1760 (English) 
1 888 290-0048 (French) 

Outside of North America: 

Tel: (416) 348-9412 

Fax: (416) 643-5501 

E-mail: inquiries@cibcmellon.com 

Web site: www.cibcmellon.com 


United Kingdom 

Capita IRG Plc 

34 Beckenham Road 

Beckenham, Kent 

United Kingdom BR3 4TU 

Within the U.K.: 

Tel: (0845) 602 1587 

Outside the U.K.: 

Tel: +44 20 8639 2064 

E-mail: ssdblueco@capitaregistrars.com 


Philippines 

The Hongkong and Shanghai Banking 
Corporation Limited 

30/F The Discovery Suites 

#25 ADB Avenue 

Ortigas Centre, Pasig 

Metro Manila, Philippines 

From Metro Manila: 

Tel: (632) 683-2601 


Hong Kong 

Computershare Hong Kong Investor 
Services Limited 

Rooms 1901-1905, 19" Floor 
Hopewell Centre 

183 Queen’s Road East 

Wanchai, Hong Kong 

Tel: (852) 2862-8628 

E-mail: hkinfo@computershare.com.hk 


Dividends 
2004 Dividend Dates 


Common Shares 


Record Dates Payment Dates 


February 25 March 31 
May 26* June 30 
August 25* September 30 


November 24* December 31 


* Subject to approval by the Board of Directors 


Direct Deposit Dividend Service (Canada) 
Canadian-resident common shareholders 
may have their dividend payments 
deposited directly into their bank account, 
at any financial institution that is a member 
of the Canadian Payments Association. 

A detachable enrolment form is located 

on the back of Sun Life Financial’s dividend 
cheque. The Request for Electronic Payment 
of Dividends Form is also available for down- 
loading from CIBC Mellon’s Web site, 
www.cibcmellon.com/investorforms, 

or you can contact CIBC Mellon to have 

one sent to you. 


Stock Exchange Listings 

Ticker Symbol: SLF 

Sun Life Financial Inc. common shares 
are listed on the Toronto (TSX), 

New York (NYSE) and Philippine (PSE) 
stock exchanges. 


As of February 29, 2004, there were 
600,217,497 outstanding common shares, 
which are the only voting securities. 


2004 Annual Meeting 

The Annual Meeting will be held on: 
Date: Wednesday, May 19, 2004 

Time: 10:00 a.m. 

Place: Metro Toronto Convention Centre 
North Building, Room 105 

255 Front Street West 

Toronto, Canada 
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Sun Life Financial Inc. is committed to energy 
conservation, and this year's annual report is printed 

on paper manufactured using non-polluting wind power. 
The paper also contains 10 per cent post-consumer fibre, 
and the entire report is 100 per cent recyclable. 
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